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INTRODUCTION 


THIs volume goes out as The United States in World Affairs, 
1934-1935. It is the fourth of such a series, sponsored by the 
Council on Foreign Relations. In spite of its ambitious-sound- 
ing title there is no intention of covering the whole of 
American history during the period under review, still less 
the history of world affairs. The purpose of the book is to 
recount, as accurately as possible and as fully as space will 
permit, the principal events in the United States which affected 
foreign interests and the principal events in other coun- 
tries which had repercussions on our own. 

The authors make no claim to be putting forward a piece 
of definitive historical writing. The story, as they tell it, is 
necessarily neither final nor complete; but they have sought 
to make it authoritative, in spite of the handicap of working 
so close to the events. The study of documentary material 
has been supplemented by conversations with many of those 
who have helped to determine the part played by the United 
States in international affairs. After a number of years addi- 
tional documents, not now available, will be published. There 
will also be memoitrs—in which statesmen, wise after the 
event, will make it appear that they were wise before it. 
Out of such materials the historian, functioning in tran- 
quillity, will fashion a text. 

There is, however, no tranquillity here and now in the 
autumn of 1935. The processes of change are at work, not 
only upon the relations between individuals and the state, 
but likewise upon the relations of states to each other. Forces 
under the surface are pushing up the strata and splitting 
them and shouldering them into new alignments. The least 
that one can do (perhaps the most that one can do) is to 
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observe the processes, gauge their thrust, estimate their lateral 
extension—and then prepare to meet them head on. 

To observe, select, arrange, and record—that is what is 
attempted here. The confusion which prevails on every hand 
makes the task a difficult one to perform; but because of this 
very confusion the effort must be made. The book is not ““edu- 
cational,” it is not “inspirational.” It presents no program and 
is innocent of prophesying. It is a first draft of history, written 
down because there is need that it be written down. Some 
one may find it useful on the way to putting his own thoughts 
in order; and some one else may find it of help when he 
comes to do the second draft. 

Each of the two writers who have worked together on this 
book testifies that the other has no vagrant theories or 
prejudices against which the reader should be warned! They 
have had a healthy number of disputations, and they have 
ended up on common ground. The check is signed with two 
signatures. But the Council on Foreign Relations, its direc- 
tors, and its research committee have no responsibility in the 
matter beyond that of making it possible for a book like this 
to appear. 

W.H. S. 


W. O. S. 
CounciL House, October 5, 1935 
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CHAPTER ONE 





POWER DIPLOMACY, 1935 


Over the recent period—say since the end of 1931—three 
developments abroad have caught and held the attention of 
the American press. They are a long way off from what is 
sometimes called the American scene—thousands of miles 
from either the Atlantic or the Pacific seaboard. Yet any one 
who will look back over a file of newspapers cannot fail to 
be struck by the amount of space that has been given to 
Japan’s activities on the Asiatic mainland, Germany's resur- 
gence on the continent of Europe, and Italy’s preparations 
for war in Africa. From the moment that they showed them- 
selves, these manifestations were known to belong to the first 
magnitude. They have burned, since then, with deep intensity. 
Seen separately on appearance, each new flare brought dis- 
may: seen now together in grand conjunction, they are por- 
tentous. 


1. The International Situation in the Autumn of 1935 


The state of anxiety which is general throughout the 
world springs partly, of course, from the fact that more men 
are likely to be killed in action before long. Considerable 
apprehension is probably felt by certain upstanding Ethiopians 
of military age; and Mussolini or no Mussolini, the same 
sinking feeling may be localized in the pit of the stomachs 
of those Italians who are nominated for the expedition. The 
1896 broil between these same peoples took ten or twenty 
thousand lives (nobody seems to know just how many) at 
Adowa, and left things much as they were before. It is in- 
tended that the 1935 broil shall not leave things as they are, 
hence bigger casualty lists are awaited. No doubt, too, life 
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is disquieting in North China, where, for all you know, you 
may go to bed full of sleep, only to be notified the next morn- 
ing by the visiting military that, willy-nilly, you are the one 
who burned down the telegraph pole and tore up a section 
of railway track during the night. This is fatal, to yourself 
and to the province. Finally things are not plain song and 
merrymaking in France, Belgium, Czechoslovakia, Yugo- 
slavia, Rumania, Greece, Portugal, Poland, Estonia, Lithu- 
ania, Latvia, Finland, Russia, and the British Empire. With 
some outside help they met the situation once before when 
Germany rose up. On that occasion 4,375,815 of their own 
men were killed or died, and 11,648,797 were wounded. 
Still, the present warlike activities on three continents are 
not portentous merely because they may involve the loss of 
several million more lives. From June, 1932, to June, 1935, 
except for one brief truce of eighteen days, the Bolivians and 
the Paraguayans fought each other to a standstill in the 
“green hell” of the Chaco, and about a hundred thousand 
men were killed. But a restricted war like this, however sense- 
less and bloody, is not the sort of thing that puts terror into 
the innocent bystanders. What goes to the brain, what addles 
it, what certifies that the devil is abroad, what prompts the 
sober question whether we are, for the most part, sane, with 
intervals of insanity, or fundamentally insane, with occasional 
lapses into rational conduct, is this madness which is true, 
and this truth which is mad: That after more than four 
years of general war with all that it entailed, with new states 
carved out of the ribs of old ones, with three empires down, 
three emperors out and dictators in their place, after nine 
years of reconstructive effort and six years of unparalleled 
depression, with a new entity called a Soviet State, two new 
entities called Fascist States, one new entity called a Corpora- 
tive State—after all these ups and downs, ins and outs, politi- 
cal upheavals, social creakings and economic groanings, the 
posture of nations toward one another has become again 
startlingly like what it was in the years before the Great War. 
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Once more the European drama revolves around Germany 
—headstrong now as then, integrated by a leader whose per- 
son is hedged about with a sort of divinity, preposterous in 
her pretensions of race and Kultur, growing in man-power, 
ambitious to extend her rule on the Continent, covetous of 
colonies, arming at an ominous rate, and determined to oc- 
cupy a place in the sun. Over against her France, apprehen- 
sive at heart and uncompromising in mind, wanting nothing 
but security for her senior years, well dug in behind her forti- 
fications and extending her defenses on Germany’s flanks by 
the engineering skill of her diplomats. Russia, as in 1910, 
forced by common fear into strange bedfellowship with 
France. Italy exercising the disproportionate power of the un- 
certain factor, now apparently more aligned with France than 
with Germany, but as ever unpredictable, and choosing the 
moment of general confusion to project a war in Africa. 

The Dominion part of the British Commonwealth feels 
alien to the Continent; that part which is called Great 
Britain cannot escape its gravitational pull. Drawn to France 
by recent history and by the geographical imperative, she is 
nevertheless opportunist in her policy and thereby “‘per- 
fidious;” ready through a Haldane or a Hoare to negotiate 
alone with Germany for the better protection of her own 
interests, deciding on balance to risk an entente or violate the 
spirit of a Stresa commitment rather than follow the intran- 
sigence of French logic to its end. Painstaking, intelligent, 
never muddling through, except in the modest inversions of 
Punch, Profoundly desiring peace, yet entangled everywhere. 
Bounded above by the upper millstone, bounded below by 
the nether millstone; and whatever the issue, certain to be 
damned if she does, certain to be damned if she doesn’t. As 
it was before the first Great War, so it is today. 

In the Far East, Japan continues in 1935 what she began 
in 1905. The story of the annexation of Korea in 1910 is 
familiar enough to be found in the Encyclopaedia Britannica, 
unadorned: 
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At the instigation of the Korean ministry the Emperor abdicated 
on July 19, 1907, handing over the crown to his son. Somewhat 
serious émeutes followed in Seoul and elsewhere, and the Japanese 
proposals for a new convention, increasing the powers of the resident- 
general, had to be presented to the cabinet under a strong guard. 
The convention was signed on July 25. One of the reforms im- 
mediately undertaken was the disbanding of the Korean standing 
army, which led to an insurrection and an intermittent guerilla war- 
fare, which, owing to the nature of the country, was not easy to 
subdue. Under the direction of Prince Ito the work of reform was 
vigorously prosecuted. In July, 1909, General Terauchi, Japanese 
Minister of War, became resident-general, with the mission to bring 
about annexation. This was effected on August 29, 1910, the Em- 
peror of Korea by formal treaty surrendering his country and crown. 


And the attitude of the United States, toward Japan, to- 
ward China, toward the doctrine of the Open Door? “I still 
believe,” wrote the Secretary of State, “that the wisest and 
best way for all concerned is for us to stand firmly on our 
pronounced policy. . . . There are indications that we shall 
in the future receive more support for our policy from Great 
Britain than we recently have had.” This may ring like Sec- 
retary Stimson in 1932, but it is a statement of Secretary 
Knox in 1910. And the other American view (also quoted by 
Tyler Dennett) is that of Theodore Roosevelt, who wrote to 
President Taft: 


The Open Door policy in China was an excellent thing, and I 
hope it will be a good thing in the future, so far as it can be main- 
tained by general diplomatic agreement; but, as has been proved 
by the whole history of Manchuria, alike under Russia and under 
Japan, the Open Door policy, as a matter of fact, completely dis- 
appears as soon as a powerful nation determines to disregard it 
and is willing to run the risk of war rather than forego its intention. 


Not only can history repeat itself; historical episodes can 
fit on each other like those congruent geometric figures we 
used to work with in school. 


On September 27, 1911 [Harold Nicolson writes in the life 
of his father}, Marchese Imperiali, the Italian Ambassador in Lon- 
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don, called upon Nicolson and announced that Italy had decided 
to occupy the Turkish provinces of Tripoli and Cyrenaica. Nicolson 
suggested that this was an act of war, if not of spoliation. Marchese 
Imperiali admitted that a state of war might result between Turkey 
and Italy, but he asked for the “moral support” of the British 
government. Nicolson replied that the attitude of England towards 
Italy's action was not one which could be lightly decided, and that 
Sir Edward Grey would desire to consult the Cabinet... . On 
September 28, 1911, Italy declared war on Turkey. On October 5 
she landed troops at Tripoli and Benghazi. In November she pro- 
claimed the annexation of the two provinces and proceeded to 
occupy the Islands of the Dodecanese. 


Just like that! And keeping step to 


Tripoli!—terra incantata, 
Sara italiana, al rombo del cannon! 


A word or so needs to be changed for 1935, but the tune will 
serve nicely to cheer up the Italian boys and put the fear of 
God into the Ethiopians. 

As for the eternal triangle of the relationships between 
France, Germany, and England, and the embarrassment of 
trying to conclude bilateral naval treaties, Sir Arthur Nicol- 
son records the interview he had with M. Paul Cambon in 
April, 1912. M. Cambon, profoundly concerned, came to in- 
quire the meaning of Haldane’s negotiations with Berlin, and 
their bearing on the Anglo-French Entente. 


I told M. Cambon [says Sir Arthur in a memorandum written 
for Sir Edward Grey} that there were certain facts which should 
be borne in mind. In the first place I doubted extremely if H. M. 
Government would be at all disposed to tie their hands in any way 
as to any line of action which they would adopt in any possible 
contingencies. They would, I felt sure, desire to preserve complete 
liberty of action. Moreover, among large sections of the community 
of late there was a strong feeling, which was shared possibly by 
some members of the Government, that some “understanding” 
should be arrived at with Germany; there was no very clear concep- 
tion as to what was meant by an understanding, but it was felt that 
perhaps we had been a little obstructive towards Germany, limiting 
her expansion and keeping her out of her place “in the sun.” Per- 
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sonally I considered that these misgivings and self-reproaches had 
no basis in fact; but they existed. Those who were well acquainted 
with recent history would hardly regard Germany as an injured 
innocent, but there were many here who did; and of late there had 
been a very active propaganda by financiers, pacifists, faddists, and 
others in favour of close relations with Germany, and this propa- 
ganda had made considerable headway. No one would wish not to 
retain friendly relations with Germany, so long as they could be 
secured with due regard to British interests. 


These analogies have not been hunted out as an exercise 
in historical research: the minds of statesmen, in 1935, are 
bedeviled by such images as these. Bitterness has not just 
happened to creep into the text: bitterness belongs here 
because, in 1935, millions of people feel that way. It was no 
disheartened amateur peacemaker who best expressed the pre- 
vailing mood: it was the military critic of the London Times, 
writing a memoir of Colonel Lawrence: “In reflection he had 
imbibed the lesson of history—that most of mankind’s trou- 
bles are man-made and arise from the compound effect of 
decisions taken without knowledge, ambitions uncontrolled 


by wisdom, and judgments that lack understanding. Their 
ceaseless repetition is the grimmest jest that Providence plays 
upon the human race.” It tires men out, too: it makes them 
very tired. From weariness, from bitterness, from bewilder- 
ment comes the crippled spirit which is part of contemporary 
history, and no scholar, writing later, can ever quite recap- 
ture it. 


2. The Crisis of the Post-war System 


Conceivably the dispute between Italy and Ethiopia can be 
composed without further bloodshed. Japan may decide to 
stop swarming over North China. Germany may lie quiet 
for a while. Yet even if all these favorable results were to 
occur together tomorrow, the present grave crisis in inter- 
national affairs would not be settled, for the trouble is pro- 
found and the deep waters are moving. 
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For a period of thirteen years after the Great War, rela- 
tions between states were conducted on the basis of a certain 
set of contracts—the Treaty of Versailles, the Covenant of 
the League, the Washington Treaties of 1922, and the 
Pact of Paris. The political outlines of Europe were re- 
drawn and “frozen” at Versailles: by the Washington 
Treaties the principle of the status quo was similarly applied 
to the situation as it then stood in the Pacific area. But if 
certain provisions of the European settlement should prove 
unworkable, the League could negotiate a readjustment; if 
the Pacific arrangements were found to be too rigid, they 
could be modified by mutual agreement among the signa- 
tories or they could be denounced in due course by any one 
of them. Controversies were to be settled by peaceful meth- 
ods, and violent action was outlawed. These latter principles 
were reiterated in the Pact of Paris of 1928. And if some 
people doubted whether this fresh declaration had any im- 
portance, many others thought it encouraging that after prac- 
tical experience with the post-war system and its workings, 
sixty-three nations should again agree not to take up arms 
in the furtherance of national aims. Soberly and in time of 
peace they were reaffirming their allegiance to certain ideals 
of international conduct which had first been accepted in the 
stress and confusion following the war. 

Yet in early September, 1935, in spite of contractual engage- 
ments and honorable professions, the post-war system was 
next to dead. Japan’s entry into Manchuria in 1931 in defi- 
ance of the Covenant, the Washington Treaties, and the Pact 
of Paris; the report of the Lytton Commission; the grave ; 
but ineffective remonstrances sent by other powers; the Stim- 
son doctrine of non-recognition and its adoption by Geneva; 
Japan’s resignation from the League in 1933—all this is 
well known past history. In the same year Germany also 
resigned. Then came her protracted efforts to negotiate a 
rearmament agreement with the powers as powers; and, 
these negotiations failing, her dramatic announcement in 
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the spring of 1935 that, regardless of interpretations placed 
upon the Versailles Treaty by former enemies, she was pro- 
ceeding and would continue to proceed, to rearm by land, 
sea, and air. To add to the troubles which descended upon 
Geneva in the disastrous year of 1933 the Fascist Grand 
Council announced that Italy, too, might withdraw unless 
the League were radically rebuilt to meet her views. In two 
more years it was apparent that no mere obligations of mem- 
bership would stand in the way of Mussolini’s working his 
will on Ethiopia; and other member powers, fearful that 
the League might collapse, frantically sought a “formula” 
to avert war and to keep Italy within the society of nations 
even at the sacrifice of the principles of the Covenant. 

In spite of plain signs and signals, we have been loath to 
realize that the world is confronted by power diplomacy, the 
Macht politik of pre-war days. Discovered in the closet, this 
suave spectre is not embarrassed in the least: he steps out 
with a ready explanation for everything. It was unthinkable, 
he tells us, that Germany, placed in a greatly inferior posi- 
tion by the Treaty of Versailles, buried under reparations 
obligations, virtually disarmed, and deprived of all her 
colonial possessions, could remain forever in vassalage to a 
document which she was forced to sign in the hour of mili- 
tary defeat. —How could she?— The economic collapse left 
her leaders no other choice than to whip up a national frenzy, 
default on reparations payments, correct the disparity in 
arms between herself and her neighbors, and prepare for 
territorial expansion on the Continent and overseas.— 
Wasn't that inevitable?— In the Treaty her former enemies 
had given moral assurance that they would revise their 
armaments downward. This was not done. Hitler had called 
on them to fulfill their engagement; his plea was evaded. 
Hitler had then proposed a moderate increase of German 
rearmament in revision of the Treaty: the principle was 
accepted by England, France, and Italy, but the French gov- 
ernment tried to trade and the deal was lost. After these 








PowER DIPLOMACY 9 


correct preliminaries, what alternative was left to Germany, 
other than to declare, as she did in May, 1935, that the mili- / 
tary sections of the Treaty were dead, and that she had 
determined to direct her own rearmament policy in the fu- 
ture? All this is expounded to us, and we realize that it is 
unanswerable, once the doctrine of Machtpolitik has been 
accepted as the rule of international action. 

Similarly, Japan’s course on the Asiatic continent is made 
to appear reasonable. There she lies, an island state, 
breeding at a prolific rate. She is not permitted to send her 
people out as immigrants to the more attractive Western 
countries. If they remain at home, they cannot survive unless 
industrial production expands and unless the sale of manu- 
factured goods abroad yields exchange with which to pur- 
chase fresh stocks of raw materials. Though Manchuria is 
an impossible climate for the Japanese born, it is neverthe- 
less a vast source of soy beans and wheat. Under Japanese 
political control Manchuria can furnish food without injur- 
ing the exchange position of the yen, and to some extent 
can absorb the production of Japanese factories. Develop- 
ments on the Asiatic mainland are not new; they merely 
mark a resumption of Japan’s inevitable growth in the East, 
and continue the advances that were begun during the war, 
arrested at the Peace Conference, blocked by the Washing- 
ton Treaties, and now made possible by the general inter- 
national confusion. 

Even in explanation of Italy’s African war, reasonable 
words are at your service. Like Japan, she has a rapidly in- 
creasing population constrained within strict limits. Like 
England, France, and Belgium, she, too, needs colonies. Does 
it lie in their mouths—they who took what they wanted 
before the war and stripped Germany of her colonial pos- 
sessions by the treaty of peace—does it lie in their mouths 
to deny to Italy the one remaining unappropriated area in 
Africa? Italy has a manifest destiny—and a forty-year-old 
score to settle! Her economy is in a grave condition. Year 
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after year deflation has ground the spirit out of her people. 
Factories need work, young men need employment; war, for 
the moment, will relieve her most pressing problems. 

If the pre-war mentality has returned to smite us—as it 
indubitably has in the career and spirit of Japan, Germany and 
Italy—then the most vital question in this harassed world is 
whether the organized spirit of the post-war system can check 
it in its course. The question is in issue, and the outcome is 
doubtful. For to adapt a phrase of the late Mr. Justice Holmes, 
“the life of the League is not logic but experience;” and until 
the end of September, 1935, the experience of the collective 
system in previous issues with Japan and with Germany had 
been this: that its members would not join to oppose force 
with force, police fashion, nor would they unite in applying 
economic sanctions against the “public enemy.” They would, 
under extreme provocation, unite in withholding recognition 
of gains won by violence, or in passing a vote of censure, but 
with the unfortunate result of embittering the wayward 
brother, causing him to withdraw from the system, and stop- 
ping him not one whit in his career. 

Now, at the very moment of sending this manuscript to 
the press, Great Britain together with certain of her do- 
minions, France and the members of the Little Entente, the 
Soviet Union and the Northern neutrals unite in reasserting 
the supremacy of the Covenant of the League against the 
headstrong intentions of Mussolini, and (what distinguishes 
their attitude from that on earlier occasions) they state, with 
varying degrees of definiteness, that they accept its obliga- 
tions as the basis for collective policy. Whether, as a conse- 
quence of this demonstration, Italy will restrict her own mili- 
tary plans, or accept a compromise with respect to her African 
ambitions, or whether, in despite of it, she will persevere to the 
end of her fanatical course—none of these things can be fore- 
seen, and even the ready prophets of the daily press are silent. 
Whether the loyal members of the League will implement 
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their sentiments with action—whether economic sanctions, 
mild or severe, will be imposed—whether the momentum of 
Mussolini’s preparations, his personal prestige, an accident, 
an “incident” or the interplay of circumstances will embroil 
the Continent in a war—these matters are beyond all pre- 
dicting. Whether this collective demonstration is a coura- 
geous and high-principled attempt to insure peace for the 
sake of peace, to promote justice for the sake of justice, in late 
support of the principle successfully challenged four years ago 
by Japan in Manchuria, or whether it is an association under 
the League but of the nature of pre-war alliances to protect 
imperial and continental interests—can not now be known. 
The attitude of Germany will be significant, the course of 
events will constitute the evidence, and the final settlement 
will make it clear. Nevertheless, for the moment at least, 
the League, thought dying, has spoken through its remaining 
members in stronger tones than it has ever used before. 

Experience has proved that the international reprimand is 
not enough. It is also regrettably true that as a lesser and 
lesser number of states assume to invoke the moral opinion of 
mankind against a greater and greater number of states, this 
moral opinion becomes more and more unsure of itself. Gen- 
eral principles assume another aspect. They cease to be the 
accepted universal sanction for action against lawbreakers. 
They become the rationalizations of Those-Who-Have. 
They are broken out like banners against the armed pre- 
sumptions of Those-Who-Want. In similar circumstances, 
beginning a hundred years ago, Holy Alliance turned into 
Concert of Europe. As time passed, Concert of Europe 
turned into Alliance and Entente. And finally they, in their 
season, turned into catastrophe. 

With the permission of the authors of this book, the fol- 
lowing problem may be set freely by professors of history, 
wherever situate, who are preparing examination papers for 
their students on the present period of affairs: “In July, 
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1935, Mr. Anthony Eden, recently appointed to a newly 
created Cabinet post as His Majesty’s Minister for League 
of Nations Affairs, traveled, not to Geneva, but to Rome, 
and there, with adequate authority, inquired of Mussolini 
whether the Italian government, in case the offer were made, 
would accept a strip of British Somaliland in satisfaction of 
Italian ambitions in Ethiopia. Such an arrangement would 
have prevented a war in Africa, with probable political and 
financial repercussions over a wide area. The offer was re- 
fused by Mussolini. When these facts were reported to the 
House of Commons, members protested strongly against 
any such proposal to alienate British subjects or British ter- 
ritory. (1) How do these facts fit in with your conception 
of the collective system? (2) State briefly what course of 
action you would next pursue if you were Prime Minister of 
Great Britain.” 

Whatever the answer to these questions may be, there is 
fatal irony in the fact that Mussolini, looking at the size and 
situation of this little strip of territory, thought the offer 
too small, while members of the House of Commons, look- 
ing to the prestige of the British Empire, thought the offer 
ruinous. Having suffered the double rebuff of a rejection by 
Mussolini (which closed the matter) and a therefore 
gratuitous repudiation by members of his own House of 
Commons, it is small wonder that Mr. Eden felt that the 
outcome was “‘on the knees of the gods.” 


3. The Réle of the United States since the War 


The réle which the United States has played in the inter- 
national system since the war has been often discussed— 
and often denounced—both at home and abroad. Foreign 
comment, in the main, has been extremely critical. American 
criticism has been extremely vocal. With the result that the 
United States finds herself charged with a great responsibility 
for the post-war troubles of the world, first, because she did 
not join the League of Nations, and thereafter, because she 
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has pursued a policy of “selfish isolation.” As a matter of 
fact, nobody knows, or ever will know, how justly to appor- 
tion the blame among the victorious powers—France, Great 
Britain, and the United States—who imposed an unworka- 
ble settlement on Europe and then lacked sureness of pur- 
pose either to enforce it or to revise it. No such judgment 
will be attempted here. But this much may be said: the war 
and post-war record of the United States is by no means 
bad; and in the fellowship of that “‘so-called human race” 
whose fear, greed, and stupidity are responsible for our 
present condition, no American need feel unduly ashamed. 

In the spring of 1917 the United States declared war on 
Germany. Unrestricted submarine warfare and its barbari- 
ties provided plenty of ground for this action. Therefore 
President Wilson’s message to Congress with its broader 
appeal caused amazement throughout the world. 

We shall fight for the things which we have always carried near- 
est our hearts, for democracy, for the right of those who submit to 
authority to have a voice in their own governments, for the rights 
and liberties of small nations, for a universal dominion of right by 


such a concert of free peoples as shall bring peace and safety to all 
nations and make the world itself at last free. 


Your cynic recalls these words well enough, these ro- 
mantic utterances that once transfigured a people! It was war 
“to end war” and ‘“‘to make the world safe for democracy.” 
It was war on the public enemy in the spirit of the collec- 
tive system, and its counterpart in history would be hard 
to find. Consistent with these ideals, the United States de- 
manded neither reparations nor territory from Germany. 
She did not threaten to “hang the Kaiser” nor to make the 
Germans “‘give till the pips squeak.” It was a bad enough 
settlement, in the end, God knows; but the influence of the 
United States was exerted on many tense occasions to make 
it better than it otherwise would have been. To enter a war 
in order to stop the outrages of an aggressor state; to de- 
mand no indemnity from the lawbreaker; and to strive (if 
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only with partial success) for an endurable peace—these 
were elements of what a post-war system might be. 

Indeed, for a few brief moments there was a fanciful possi- 
bility that it might be something more. On April 10, 1919, 
in Paris, at a midnight session of the Commission on the 
League of Nations, President Wilson let his mind follow 
the logic of an effective international association through 
to its conclusion. He was under pressure. The French were 
applying it, M. Bourgeois and M. Larnaude. They wanted to 
know just one thing—how the League would help France. 
M. Larnaude kept insisting that he could not understand the 
implications of the Monroe Doctrine: 

Relying upon the special mention of the Monroe Doctrine in 
the Covenant [he said], the United States might some day assert 
that this Doctrine forbade some act of intervention decided upon 
by the other members of the League.? 

President Wilson again assured M. Larnaude that if the United 
States signed this document they would be solemnly obliged to 
render aid in European affairs, when the territorial integrity of any 
European state was threatened by external aggression. 


But this was short of what the French required: 


M. Larnaude said that he had no doubt that the United States 
would come again to the help of Europe if it were threatened by 
absolutism. Future wars might not, however, be wars of liberation. 
They might be economic in origin. The question was, therefore, 
whether the United States would come to the help of France should 
she be engaged in a struggle with a countryewhich happened to be 
quite as liberal as herself. . . . 

President Wilson asked why M. Larnaude asked this question 
when America promised to come to the rescue of France as she did 
by signing the Covenant. 


There can be no doubt that some such automatic obliga- 
tion as this is essential to any successful system of collective 
security. Nor can it be doubted that unilateral regional poli? 
cies can have no final authority in the ideal collective system. 


President Wilson said that should the Monroe Doctrine in future 
*Text of minutes in D. H. Miller, Drafting of the Covenant, Il, 371-374. 
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be interpreted in a manner prejudicial to the peace of the world, 
the League of Nations would be there to deal with it. 


But no other state represented on the League Commission 
rose to accept the automatic obligation to go to war; and 
British and Japanese members, sitting by, made no cor- 
responding motion to put their “regional understandings like 
the Monroe Doctrine” under the ultimate authority of the 
League. Therefore President Wilson’s interpretations, unsup- 
ported, had no binding force, either upon him or upon the 
text of the Covenant. And, undoubtedly if it had come to 
that, his interpretations would have been rejected in Wash- 
ington. Yet, for a moment, his mind had faced the funda- 
mental concessions that nations must make if general peace 
is to be permanently assured. Events since that night con- 
firm this view. 

The Senate’s rejection of the League humiliated millions 
of Americans and shocked the rest of the world. Neverthe- 
less, it was hard to see then, and it is still harder to see now, 
just what effective part the United States could have played 
in the political affairs of Europe. There was no mutuality 
to the arrangement; there was not the faintest suggestion 
that European nations were to sacrifice something for the 
benefit of the United States. All the traffic was to go in one 
direction. As far as France was concerned, even a vague com- 
mitment on the part of the United States to go to her aid if 
attacked might well have led to still greater abuses of her 
treaty position. From the British point of view, “the Ameri- 
can defection probably deprived our country of a vote on 
which she could usually have counted.’* That the United 
States should stand ready to defend France, and yet follow 
Great Britain in a policy toward Germany which was radi- 
cally different from that of the French—these were irrecon- 
cilable expectations. 

As it turned out, much sound work was done by unofficial 


*G. M. Gathorne-Hardy, A Short History of International Affairs, 1920- 
1934, 19. 
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representatives—Charles G. Dawes, Owen D. Young, Parker 
Gilbert, Charles P. Howland, Roland Boyden, Norman 
Davis, and Jeremiah Smith—without involving the govern- 
ment of the United States. Had the government itself in- 
tervened in European disputes, tried to moderate them, acted 
as arbitrator in them, the task at best would have been a 
thankless one, and the United States would soon have found’ 
herself not only involved in crises, but entangled in the 
European system as well. In any event, apart from the morali- 
ties of the Senate’s action, the almost single-handed efforts 
of President Wilson at the Peace Conference kept the idea 
of the League of Nations alive, and even without the partici- 
pation of the United States it has been a valuable agent for 
peace in the post-war world. 

The defection of the United States meant, in practice, 
that international problems would have to be dealt with by 
regions rather than on the universal scale. In 1922, at Wash- 
ington, Secretary Hughes took the leadership in negotiating 
the Four-Power Treaty, the Nine-Power Treaty and the 
Naval Accord. These three covenants preserved the peace in 
the Far East until it was disturbed in Manchuria in 1931. 
By January, 1932, Secretary Stimson had sent to Japan and 
China his now famous note stating that the United States 
government would not recognize any situation or agreements 
which might arise out of a violation of the Pact of Paris. 


The British government was then unwilling to associate it- 


self with that doctrine. Further efforts to enlist British sup- 
port for action under the collective system were unsuccessful, 
whereupon the Secretary of State published the American 
position in an open letter to Senator Borah. Thereafter he 
kept to his course without a shift, and in the end had the 
somewhat empty satisfaction of seeing the rest of the world, 
at Geneva, join in condemnation of Japan. 

The full record of these efforts has not been published: but 
be sure that it will be disclosed in detail some day. For the 
historian is forever alive to turning-points in history, and he 
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may well conclude that the post-war system suffered its first 
serious blow in the first two months of 1932, at the very mo- 
ment when the United States and Great Britain failed to see 
eye to eye on how to deal with power diplomacy in the Far 
East. 

The life of the League was fought for by President Wil- 
son. A group of treaties to insure peace in the Pacific area 
was negotiated under the leadership of Secretary Hughes. 
A useful restatement of international ideals was sponsored 
by Secretary Kellogg. The efforts of Norman Davis to secure 
a treaty of general disarmament were able, sympathetic, and 
unremitting. The hands of the collective system were up- 
held by Secretary Stimson in the Manchurian crisis. Without 
effect? yes; impractical? possibly. But it is false from be- 
ginning to end to characterize these actions, or the policy 
upon which they were based, as motivated by the spirit of 
selfish isolation. They will not satisfy, however, in those 
quarters where there was great and eager expectation of 
the contribution which the United States might make; par- 
ticularly in those quarters where she is still regarded as a 
“slacker” for entering the war so late, a “quitter” for not 
joining the League of Nations, a “Shylock” (save the mark!) 
for her attitude on war debts, and a “hypocrite” for her re- 
peated professions of interest in peace. 











CHAPTER TWO 


GOLD AND THE GOVERNMENT CREDIT 


Recovery, the Second Effort was what Sir Arthur Salter 
called his book. It appeared in 1932 and in that same year 
a broad program of economic rehabilitation seemed to be 
taking shape in the minds of European statesmen. German 
reparations and Allied war debts were to be canceled out. 
Stronger nations would help the weaker to return to a gold 
standard and stay on it. Tariffs were to be scaled down by 
intergovernmental agreements, thus getting rid of quotas, 
embargoes, and exchange controls, which both symbolized 
and aggravated an unbalanced world economy. Disarmament 
would dispel anxieties and lighten budgets, and security 
would be attained through the collective machinery for 
peace. 

During 1933 it became clear that these plans would not 
succeed. Germany’s war creditors had done their part at 
Lausanne; they had virtually wiped out reparations, but the 
government of the United States refused to make the re- 
quired sacrifice and be the one to take the ultimate loss. The 
Economic Conference met in London to deal with world 
trade and stabilization; but it went sour on President Roose- 
velt’s sharp insistence that these problems be taken up, 
as agreed, precisely in that order. As for disarmament, the 
conference at Geneva labored up and down but made no 
visible progress toward its goal. Then suddenly, on the in- 
stant of Germany's withdrawal from the Disarmament Con- 
ference, the League, and the World Court, everything became 
obscured by the threat of war on the Continent. All the talk 
turned to arming rather than disarming, to self-protection 
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through self-sufficiency—and a quick end to the encumbrance 
of the war debts. As the nations of Europe fell back 
toward the positions which they had occupied prior to 1914, 
so, almost imperceptibly, the United States resumed its tra- 
ditional attitudes. To avoid entanglements with Europe, to 
cultivate friendly and mutually profitable relations with 
Latin America, and to watch out for American interests in 
the Far East—these once again became the guiding princi- 
ples of government policy. 

External affairs were subordinated to the problems of in- 
ternal recovery and social and economic reconstruction. Since 
the day in March, 1933, when Mr. Roosevelt took the oath 
of office, Congress had codperated with him by investing 
him with all the emergency powers that he had asked for. 
The whole nation had been mobilized to combat the depres- 
sion, and the American people had supported the Presi- 
dent’s program with the unanimity demanded by the gravity 
of the crisis. A slight improvement could be seen as 1933 
came to a close. Economic conditions were no worse, and 
perhaps a bit better. Morale was somewhat firmer. But in- 
dustrial production was still 25 per cent below the average 
of 1923-1925 and approximately eleven million workers were 
still unemployed. 

Recovery was vital. And the confused condition of West- 
ern civilization—the ambiguity of the post-war peace sys- 
tem, the collapse of international trade, the threat to capital- 
ism, the vicious assaults on the Church, the degradation of 
democracy, the widespread censorship on speech and on the 
press—all gave grounds for fear that if rehabilitation could 
not be achieved very soon by dint of a lot of close, hard, local 
spade-work, it might never be achieved at all. Thus Recov- 
ery, the Third Effort—and Charity, began at home. 


1. The Need of Currency Stability 


The winter of 1934 was unusually severe in the United 
States. About fifteen million people were receiving relief in 
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some form, and great numbers of them had come to the 
end of their material and moral resources. State and local 
governments, with dwindling tax receipts, could not effec- 
tively cope with the problem, and the greater part of the bur- 
den had been assumed by the federal government. The Pub- 
lic Works Administration was enlarging and pushing its 
construction activities; and the Civil Works Administration 
was disbursing about fifty million dollars a week to some 
four million persons who had no normal employment. To 
finance these huge expenditures, the government was forced 
to borrow on a scale unprecedented in time of peace; but 
federal securities could not be successfully marketed unless 
the future purchasing power of the dollar could be fore- 
seen. Currency stabilization, therefore, became an essential 
part of the Administration’s program. 

By the Thomas amendment to the Agricultural Adjust- 
ment Act* the President had been empowered to reduce the 
gold content of the dollar by as much as 50 per cent. This 
might have been done at the outset by executive order, but 
thus far depreciation had been brought about by a progres- 
sive and indirect method. Nominally, the dollar still repre- 
sented 23.22 grains of fine gold; but the government, in fact, 
had withdrawn all the metal from circulation, and since 
October 25, 1933, had been gradually increasing its offering 
price for foreign and newly-mined domestic gold. By Decem- 
ber 18 the price had been advanced from the former of- 
ficial mint rate of $20.67 an ounce to $34.06. This policy 
had been pursued on the theory, then in favor at the White 
House, that if only the price of gold could be shoved up, 
other dollar prices would be bound to follow, debt-paying 
power would be restored, domestic and foreign trade would 
be stimulated, and the vicious spiral of deflation would be 
conclusively reversed. Yet even though the gold value of 
the dollar had then been reduced to 60.7 per cent of its 
former parity, no such rise in other commodity prices had 

*H. R. 3835, Seventy-third Congress, First Session. 
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taken place. It was feared in financial circles that the Ad- 
ministration, with an eye to the Western electorate, might 
carry its program of artificial depreciation still farther. 
However, since December 18, 1933, the government had 
not advanced its offering price and this inaction intimated 
a change of policy. On January 4 following, the President 
submitted his budget message to Congress, and when he 
had finished with his story, it was clear that either some 
relatively stable gold value would have to be set and main- 
tained for the dollar, or else the credit of the government 
would suffer disastrously. Mr. Roosevelt told Congress that 
during the next six months—that is, until the end of the 
fiscal year on June 30, 1934—extraordinary disbursements 
for relief and recovery alone might reach a total of 7,523 
million dollars. This sum covered outlays for public works, 
conservation projects, unemployment relief, and advances to 
the Reconstruction Finance Corporation to aid banks, rail- 
ways, fiduciary institutions, and agricultural organizations. 
Besides these emergency expenditures, the ordinary govern- 
ment costs for the current fiscal year were estimated at ap- 
proximately 3,000 millions. The total prospective federal 
expenditure, therefore, amounted to well over 10,000 mil- 
lions. If the government adhered to this program it would 
have to find 6,000 millions of new money before the end of 
June. At the same time it faced the need of refunding 4,000 
millions in maturing obligations. The President’s forecast 
of borrowings represented the maximum for the period, and 
in official circles it was generally believed that the loans ac- 
tually floated during the current fiscal year would fall con- 
siderably below this amount. Nevertheless, it was certain 
that huge credit operations by the Treasury would shortly 
be necessary. And who, except under duress, would lend 
present reasonably good dollars for a future fiat something? 
From the Treasury's point of view, there was a special 
inducement to fix the gold value of the dollar. Each suc- 
cessive rise in the official price had increased the dollar 
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value of the country’s gold stocks, then mobilized in the 
Federal Reserve banks and the Treasury. This increase rep- 
resented book “‘profits’” amounting to many hundreds of 
millions, but the exact figure could not be known and the 
windfall could not be utilized for specific purposes until 
the dollar had been formally revalued. 

In foreign countries it had become an accepted principle 
that such profits were a peculiar form of unearned incre- 
ment which owed its existence wholly to the state and, 
therefore, should accrue wholly to the state. When the franc 
was devalued the profits on the gold holdings of the Bank 
of France were taken over by the government and used in 
payment of its debt to the bank. An act of the British Parlia- 
ment expressly provided that if the pound were ever def- 
initely devalued the profits on the gold held in the Bank of 
England should go to the government. In the United States, 
however, the question of ultimate ownership was still to be 
settled. If Congress should follow European precedents the 
Treasury would be enriched by a substantial sum, and this, 


to the Treasury, was attractive, even though the profits thus 
achieved were not used to meet the government’s ordinary 
expenses, but were employed in some capital function. 


2. The Gold Reserve Act of 1934 


On January 15, 1934, President Roosevelt asked Congress 
to authorize (1) the nationalization of all American-owned 
gold, including the 3,600 million dollars owned by the Fed- 
eral Reserve System; (2) the revaluation of the dollar at a 
point between 50 and 6o per cent of its former parity; and 
(3) the creation of a stabilization fund of 2,000 million 
dollars to enable the Treasury to regulate the foreign ex- 
change value of the dollar and to support the market for 
government bonds. 

On January 16, the day after the receipt of the Presi- 
dent’s message, a bill embodying his recommendations was 
introduced into the House of Representatives, and four days 
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later, after three hours of discussion, it was passed without 
amendment. In the Senate the bill was debated more vigor- 
ously both by conservative Republican members and by mem- 
bers of the inflationary “silver” group, but without any 
important effect on the bill. In the end, stabilization opera- 
tions and the President’s power of revaluation were limited 
to two years, with the permissive extension for a third year 
by Executive order. The House, on second consideration, ac- 
cepted this minor amendment, and the measure, designated 
as the Gold Reserve Act of 1934, was signed by the Presi- 
dent on January 30, exactly two weeks after he had sub- 
mitted it to Congress. 

Within twenty-four hours after the enactment of the Gold 
Reserve Act, the Treasury had formally taken possession of 
the gold stocks in the Federal Reserve banks, gold certifi- 
cates of the nature of warehouse receipts had been delivered 
in exchange, and President Roosevelt had issued a proclama- 
tion reducing the weight of the gold dollar to 15 5/21 grains. 
Gold was now officially priced at $35 an ounce, and the 
value of the dollar in terms of gold was reduced to 59.06 
per cent of its former parity.? Treasury officials sharpened 
their pencils and proceeded to mark up the value of their 
holdings. The total profit amounted to $2,805,500,061 and 
the Treasury displayed a record cash balance of $4,434,713,- 
155, including the stabilization fund of $2,000,000,000. By 
virtue of these bookkeeping operations a deficit of 1,900 
millions was converted overnight into a surplus of more than 
900 millions. 

Primarily, these measures looked toward the government's 
credit and the Treasury's balance sheet, but the President 


* Soon after the presentation of the President's monetary program to Con- 
gress, the government bid for gold was advanced from $34.06 to $34.45 an 
ounce, reducing the dollar from 60.7 to 60 per cent of its old parity. This 
was the first change in the official price of gold since December 18, 1933. 
The President's proclamation carried the reduction to 59.06 per cent. While 
it seemed awkward to fix the value of the new dollar at this fraction in 
terms of the old one, it was a matter of convenience in bookkeeping, under 
the bullion standard, to fix the value of an ounce of gold in a round figure. 
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was not unaware of their international implications. The 
stabilization of currencies was in his mind and he hoped 
that this step would ‘contribute to an ultimate world-wide 
solution.” 


3. The Gold Bullion Standard 


Treasury officials spoke of the new monetary system as an 
“international” gold bullion standard. The description 
sounded very impressive, and certainly it paid belated re- 
spect to the idea that the money of any one country bears 
a certain relation to the money of other countries. The new 
gold standard was not, of course, the one which Ameri- 
cans had previously known; for gold was not to be coined, 
nor was it to be used to redeem small amounts of currency 
as before. ‘“The practice,” Mr. Roosevelt had said, ‘“‘of trans- 
ferring gold from one individual to another, or from the 
government to an individual within a nation, is not only un- 
necessary, but it is in every way undesirable. The transfer of 
gold in bulk is essential only for the payment of international 
trade balances.” 

Yet to call the new standard “international” was quite 
misleading, for it was unlike that of any other country in 
the world. When the principal European nations returned to 
gold between 1925 and 1928 they too established a bullion 
standard in place of the former coinage standard: but the 
gold content of their currency was fixed, and not left to 
fluctuation or manipulation between limits, as was the case 
of the United States under the Gold Reserve Act. In other 
countries the stock of metal was still held by the central 
banks, the foreign counterpart of the Federal Reserve banks, 
whereas in the United States the gold now belonged to the 
Treasury. And whereas in foreign countries operating on 
the gold bullion standard, it was possible to take currency, 
say about the equivalent of $8,000, and go to the central 
bank and get a bar of gold with it, either for yourself or for 
a syndicate, gold could not be bought by an individual in the 
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United States for love or money. Thus hoarding and the 
flight of gold—two panic phenomena which had played a 
large part in the crisis of 1933 in the United States—were 
effectually prevented. This was thought to be the peculiar 
merit of the gold bullion standard—whether European or 
American type. In France, however, it was possible, provided 
you had money enough, to buy yourself out of the personal 
inconveniences of the system. 

Finally, under the new American “international” gold 
standard, though commercial banks might buy gold abroad 
and import it and sell it to the Treasury whenever the for- 
eign exchange value of the dollar made this operation profita- 
ble (thus preventing the dollar from going to a premium 
over the cost of importing gold), they could not reverse the 
process by purchasing gold from the Treasury and exporting 
it whenever dollar exchange rates indicated that this also 
would be profitable. Gold could be obtained for export only 
on licenses issued to the Federal Reserve banks, and they, 
on their part, had to surrender an equivalent amount of 
gold certificates. This differed from the practice on the Con- 
tinent, and in financial circles it was feared that the United 
States had seen the end of the movement of gold among 
nations according to the dictates of the money market. 

The monetary policy, therefore, on its face, represented 
a complete rejection of the old system, but it by no means 
meant a full acceptance of the new. Still, the Treasury, in 
practice, might decide to adopt a liberal policy toward gold 
exports, the figure initially set for the gold content of the 
dollar might not have to be changed and, in any event, the 
new scheme, with all its uncertainties, made it possible for 
the American dollar to assume a more definite value in terms 
of foreign currencies, and to that extent it was a first step 
toward stabilization. More particularly, Mr. Roosevelt's inti- 
mation of an eventually fixed gold content for the dollar 
was interpreted in financial circles as indicating that he had 
given up the idea of a commodity dollar with a gold con- 
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tent to be varied according to changes in the price level. 
His temporary conversion to this idea had played its part in 
wrecking the World Economic Conference in July, 1933,° 
and his apparent abandonment of such “heresy,” six months 
later, was reassuring to those students of finance who had 
convinced themselves that the President and his advisers 
knew nothing about orthodox finance and cared less. 


4. Foreign Reaction to the New Dollar 


In the United States the Gold Reserve Act was acceptable 
to all except irreconcilable advocates of the old gold stand- 
ard and the more zealous champions of inflation. The pro- 
ponents of prompt stabilization found comfort in the 
limitation of fluctuations of the dollar within a range of ro 
cents, and in the refusal of the Administration to make con- 
cessions to the advocates of fiat money and bimetallism. In 
Europe the measure was regarded with mixed feelings. Com- 
mentators generally agreed that in the long run it would 
remove uncertainty and check the pressure which a steadily 
declining dollar had exerted against the gold-standard coun- 
tries. There was some uneasiness, however, over the prospec- 
tive flow of expatriated capital back to the United States, 
and a few financial experts were already asking whether a 
new devaluation would soon take place.‘ 

The British reactions were varied. The London Times de- 
clared that a further cheapening of the dollar would surely 
have undesirable results, and that the “inauguration of a 
race in currency depreciation would certainly not be easy to 
reconcile with.the express recognition in the [President’s} 
message of the desirability of bringing about a greater de- 
gree of stability in the foreign exchange rates.”® Lord Beaver- 
brook’s Daily Express took a different and a more aggressive 


*The United States in World Affairs, 1933, 134, 260-271. 
“New York Times, February 2, 1934. 
*Times (London), January 16, 1934. 
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attitude: ‘““The revalued dollar demands an answer. The Brit- 
ish answer should be a revalued pound.’’® The conservative 
Morning Post insisted that codrdination rather than competi- 
tion in British and American monetary policies was desira- 
ble, since two governments with such enormous resources 
might cause “an unpleasant disturbance” if they worked at 
cross purposes." The Daily Telegraph questioned the pro- 
priety of cheaper money for a creditor nation which refused 
to open its ports to goods and compelled those who bought 
its products to acquire dollars, thus forcing their price up- 
ward. 

In France and Germany the reaction in financial circles to 
the new American experiment was one of cautious optimism. 
L’Information saw in it the beginning of a “pre-stabiliza- 
tion period.’”*® The Boersen Zeitung welcomed the Ameri- 
can plan to return to the principle of the gold standard. 
So far as their own money systems were concerned, senti- 
ment in both countries was strong against following the 
revaluation example of the United States; for the people 
of France and Germany still remembered the losses and 
hardships they had suffered in the post-war inflation. 


5. The Flow of Gold to the United States 


The ink of the President’s signature on the Gold Reserve 
Act was hardly dry before there was a rush to the United 
States of funds which had previously been sent abroad to 
escape the effects of depreciation. In 1933, after the sus- 
pension of gold payments, there had been a large outward 
flow, but the government had made no effort to check it: 
indeed, the sale of dollars for foreign currencies furthered 
its plans to reduce the value of the currency and raise the 
domestic price level. For a time it had aided the movement 


* Quoted in New York Times, January 16, 1934. 
" Ibid. 


* Quoted in New York Herald Tribune, January 16, 1934. 
* Ibid. 
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by selling dollar exchange abroad at rates below the current 
market, as well as by steadily increasing the official price 
of gold. With the stabilization of the dollar at 59.06 cents, 
expatriated funds began to flow back to the United States, 
with the result that the sudden demand for dollars sent them 
to a premium of more than 4 per cent in the exchange markets 
on the first day of their revaluation and more than 6 per cent 
on the second day. 

The world now witnessed the anomalous spectacle of a 
devalued currency immediately soaring far above its gold 
parity. The premium made it highly profitable for banks 
to buy gold abroad with local currencies and resell it to the 
Treasury. These currencies were obtained by the sale of dol- 
lars to those who wished to return their funds to the United 
States, and with the currency thus obtained the banks pur- 
chased gold wherever it was procurable. The effects of gold- 
buying were felt in Paris, London, the Netherlands, 
Switzerland, and even as far away as India. The inrush was 
apparently unexpected in Washington. On February 1, 1934, 
the Federal Reserve Bank of New York reduced its redis- 
count rate from 2 per cent to 114 per cent in order to dis- 
courage the movement and at the same time to reassure the 
central banks overseas that the American government had 
no desire to monopolize the world’s gold. Within the next 
six weeks other Reserve banks had also lowered their rates 
one-half of x per cent. The Bank of France meanwhile 
raised its rate by the same amount. But these reciprocal ef- 
forts did not stem the tide, for the movement of gold dur- 
ing February was the greatest ever known. On the 16th, 100 
million dollars arrived in New York, and on the 17th came 
87 millions more. Fifty-five millions came in a single ship. 
Ocean freight and marine insurance rates soared under the 
competition for these services. Loose gold in widely scat- 
tered countries began to move by rail, water, and air, with 
the United States as its ultimate destination. Net imports 
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into this country during February reached the huge sum of 
452.6 millions.’ 

While more than half of this metal came from London, 
the reserves of the Bank of England were not affected, since 
the bank had long since discontinued gold payments. Lon- 
don, however, maintained a free market in which gold was 
bought and sold in private transactions, and, oddly enough, 
considerably more gold was received there during the month 
than was exported. Thus British as well as American hold- 
ings increased. On the other hand, the reserves of the Bank 
of France were depleted within the month by the equiva- 
lent of 205 million dollars (new parity). Yet the position 
of this bank was so strong that its gold holdings at the end 
of February still amounted to 77 per cent of its demand lia- 
bilities as compared with 79 per cent at the beginning of 
the movement. 

During March the flow gradually subsided. The repatria- 
tion of ‘nervous money” was near the end of its course, and 
profits from gold importation were no longer important. 
Net gold imports in March declined to 237.3 millions—a 
large enough figure in all conscience—but only about half 
that of February. The outflow from France had now been 
checked, but Germany, Italy, the Netherlands, and Switzer- 
land were still being drained. The chief result was an aggra- 
vation of the maldistribution of the world’s monetary base at 
a time when a breaking of the so-called corner in gold was 
essential to an international stabilization of currencies. The 
“ultimate world-wide solution” of which President Roose- 
velt had spoken was not yet in sight. 


” The chief sources of these shipments were as follows (Federal Reserve 
Bulletin, June, 1934, 377): 


(In millions of dollars of new gold parity) 
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CHAPTER THREE 


SILVER AND THE PRICE LEVEL 


WHEN in October, 1933, President Roosevelt announced his 
plan to “restore the price level” by purchasing gold, he made 
his determination perfectly clear: “If we cannot do it this 
way, we will do it another. Do it we will.” At that time 
the Department of Labor’s index number of wholesale 
prices, based on 784 commodities, stood at 71.2 as against a 
1926 index number of 100. By April, 1934, it had risen to 
73-3. But the advance during the interval had been irregu- 
lar, and it had been most pronounced in imported com- 
modities and in those domestic products which enter largely 
into foreign trade. There had been improvement, for exam- 
ple, in the price of cotton, but this was not true of other 
agricultural products. From October to April wheat had de- 
clined about 5 cents a bushel, hogs about 60 cents a hundred 
pounds, and beef cattle had shown little price change. 

The parity of farm prices—the level to which they were 
to be restored by crop control and the gold-purchase pro- 
gram—had never been put into figures by the President. But 
for the time being it was immaterial; for the trend of most 
important agricultural commodities was not up, but down, 
and inflationist sentiment in the farming states was growing 
stronger. Advocates of further inflation returned to their 
theme—that the most practical method of raising the price 
level lay in an increased monetary use of silver. 


1. The Silver Bloc in Congress 


Silver-mining is by no means one of the major industries 
of the United States; in fact, four-fifths of it is incidental to 
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the production of lead, copper, and zinc. The average yearly 
output during the period 1900-1932 was less than 60 million 
ounces. Since 1923 production had been declining, and in 
1933 it amounted to only 22 million ounces. On a rough 
price of 35 cents an ounce, the gross sales of the silver in- 
dustry in 1933 amounted to less than $8,000,000.’ Gross 
return from peanuts during the same year was in the neigh- 
borhood of $20,000,000. 

Nevertheless, about 95 per cent of this silver production 
comes from seven Western states, and though they contain 
only 3 per cent of the whole population, they elect four- 
teen Senators, or 15 per cent of the Senate’s membership. 
Moreover, certain of these fourteen in the Seventy-third 
Congress were men of forcefulness, ability, and long experi- 
ence in public affairs. This group started the session with a 
carefully planned campaign to enhance the price of silver. 
Around them gathered a large number of Congressmen who 
had no interest in the metal as such but had a keen eye for 
any program which held out a promise of higher agricul- 
tural prices. Thus the silver forces, with experienced and 
determined leadership, became spokesmen, not only for their 
own specialized industry, but for the discontented agricul- 
tural regions of the West and South as well. 


2. Legislative Proposals 


While the gold bill was under debate in the Senate, Sena- 
tor Wheeler had offered a sweeping amendment aimed at 
the virtual remonetization of silver. The amendment was 
rejected by a narrow margin; but three days after the signa- 
ture of the Gold Reserve Act by the President, the silver 
forces were up and at it again. On February 2, 1934, Martin 
Dies, a Representative from the agricultural state of Texas, 
introduced a bill in the House providing that farm products 

*The Ingersoll Watch Company was reported to have sold $5,000,000 


worth of Mickey Mouse watches in the eighteen months beginning with June, 
1933. New York Times, Januaty 27, 1935. 











32 THE UNITED STATES IN WORLD AFFAIRS 


might be sold abroad for silver, which would be received 
at a premium of from 10 to 25 per cent above the world price 
for the metal. No limit was placed on the silver to be thus 
obtained so long as its price remained below that indicated 
by the mint ratio—$1.29 an ounce. Certificates were to be 
issued against the incoming metal; money in circulation 
would be thereby increased; domestic prices and world prices, 
according to the theory, would both rise, and the farmers 
would benefit from the subsidy on the export of their prod- 
ucts. Such a bill was passed by the House on March 19 by 
a vote of 257 to 112. 

This jig was too solemn for the inflationists in the Senate. 
Their Committee on Agriculture, to which it was referred, 
added amendments providing for the nationalization of do- 
mestic silver at the current market price, and the purchase 
of foreign stocks at the rate of 50,000,000 ounces a month 
until the price reached the mint parity, or until commodity 
prices reached the level of 1926. Certificates were to be is- 
sued against the metal at the mint value of $1.29 an ounce. 
As the market price of silver was then approximately 46 
cents an ounce, the plan, it was claimed, would “make money 
for the government.” 


3. The Administration's Attitude 


The Administration found the Dies bill objectionable even 
in the form in which it passed the House. It was a device 
for dumping agricultural commodities into foreign coun- 
tries at sacrifice prices, injuring the foreign producer, and 
at the same time evading the sacrifice by monetary in- 
genuity. The United States did not permit “dumping” within 
its own borders, and the Administration did not propose to 
indulge in it. But the Senate amendment put a still graver 
aspect on the matter. Here was a proposal to establish a 
bimetallic standard in the United States without the co- 
operation of any other government. Not only was silver to be 
grossly overvalued, but the Treasury would be required to 











SILVER 33 


purchase such enormous quantities that it would have to 
be paid for with government gold. In practical terms this 
would have resulted not in a bimetallic standard, but in a 
currency based on silver. 

Therefore the Administration opposed the new legislation. 
It insisted that the United States could not succeed in its 
objectives by acting alone. It refused to have its hands tied 
by mandatory legislation, since this might interfere with the 
success of its whole currency program. Finally it emphasized 
the advantage already gained through the London agree- 
ment of 1933.” Acting under the terms of this agreement, 
the United States had undertaken to purchase all newly- 
mined domestic silver during the next four years at 6414 
cents an ounce. Purchases at this figure had begun in Decem- 
ber, 1933, when the world price was about 44 cents, and 
a substantial subsidy had already been conferred on the home 
industry: indeed, American silver was the first commodity 
whose price rose above the level of 1926. The Administration 
had even strained a point by acting under the London agree- 
ment before any of the other signatory governments had 
ratified it, and Mr. Roosevelt insisted that it should have 
a thorough trial before the enactment of any additional legis- 
lation. 

For a brief period the Administration was assisted by a 
somewhat accidental circumstance. In the first quarter of 
1934, many private traders, hoping to profit from antici- 
pated legislation, had taken substantial “positions” in silver. 
It was alleged that some of them were at work in Washing- 
ton urging members of Congress to mark up the price; so 
the Senate, to air the rumors, adopted a resolution on March 
20, instructing the Secretary of the Treasury to furnish it 
with information concerning “hoarders of silver.” A list 
was compiled, accordingly, and though restricted to those 


* This agreement had been negotiated by the eight principal silver-produc- 
ing and silver-using countries: Australia, Canada, China, India, Mexico, Peru, 
Spain, and the United States. Cf. The United States in World Affairs, 1933, 
150. 








34 THE UNITED STATES IN WORLD AFFAIRS 


holding as much as 50,000 ounces, or two or more contracts 
for future delivery (and admittedly incomplete as to these), 
it filled about fifty pages of a closely printed government 
document.* The investigation, according to Secretary Mor- 
genthau, showed that certain lobbyists who were urging 
Congress to disregard the advice of the Administration “were 
not disinterested.”* Following these disclosures, agitation 
for further government aid quieted down, and some people 
were sanguine enough to believe that the issue was dead 
for the remainder of the session. 


4. Renewed Decline of Prices 


Ratification of the eight-party silver agreement was com- 
pleted on April 24, 1934. Sixty-six nations represented at 
the World Economic Conference had lent indirect support 
to the treaty by agreeing that, if it should be ratified, they 
would not melt or debase their silver coins and would re- 
place paper money of small denominations with silver. Yet 
in spite of the fact that both these commitments became 
effective in April, the price of the metal began to decline 
after two months of steady advance. Other commodity 
prices likewise began to recede after remaining fairly stable 
during February and March. During the first three weeks of 
April wheat prices fell 12 cents, and corn and oats 5 cents, 
a bushel. The Treasury sought to check the fall of silver 
by active purchases through the stabilization fund, placed 
under its control by the Gold Reserve Act; but these pur- 
chases had no apparent effect. Under pressure from their 
constituents, Congressmen from the Western states forgot 
all about the recent revelations, and became impatient 
with the President's patience. Legislation “to help silver” 


® Senate Resolution 211, Congressional Record (daily edition, unrevised), 
Seventy-third Congress, Second Session, 4489; Senate Document 173, Seventy- 
third Congress, Second Session. A moderate position was held by the Shrine 
of the Little Flower, Royal Oak, Michigan, church of Father Coughlin, 
radio priest. 

*New York Times, April 24, 1934. 
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and “‘restore the price level” was again agitated by the Sen- 
ate bloc—and this time its provisions were to be mandatory 
on the President. No shilly-shallying was to be permitted. 
Senator Borah and Senator Wheeler, outstanding members 
of the bloc, urged the free and unlimited coinage of silver 
at the ratio of 16 to 1, as was so passionately advocated by 
William Jennings Bryan in the ‘nineties. 

Faced by the rising inflationary tide with all its grave 
possibilities, the Administration yielded in its opposition to 
any further silver legislation and indicated that it would 
accept a compromise measure if the powers conferred on the 
President were permissive rather than mandatory. The lead- 
ers of the bloc demurred. They insisted that the President 
already had full authority under the Thomas amendment to 
the Agricultural Adjustment Act and under the Gold Re- 
serve Act of 1934 to do everything they were now advocat- 
ing. He had been empowered to change the coinage ratio 
of silver and gold to whatever extent he deemed advisa- 
ble; he could reduce the weight of the silver dollar pro- 
portionately with that of the gold dollar, and he could 
establish a bimetallic standard and open the mints to the 
free and unlimited coinage of silver. By implication he could 
even abolish the gold standard and establish a silver stand- 
ard in its place. In the opinion of these leaders, therefore, 
there was no need for further permissive legislation. Any 
new measures should be mandatory. 

Firmly convinced that no domestic legislation would be 
truly effective unless it were part of an international agree- 
ment, and wishing to protect the newly reéstablished credit 
of the government from inflationary influences, the Presi- 
dent demanded the same freedom in dealing with silver that 
he had in dealing with gold. After several conferences a 
middle ground was reached. The President agreed to accept 
a mandate from Congress to include a definite percentage of 
silver in the government's monetary reserves and to pur- 
chase new metal until this percentage was attained; but the 
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time within which these purchases were to be made was to 
be left to the discretion of the Executive. 


5. The Silver Purchase Act 


On May 22 President Roosevelt outlined his program to 
Congress. The message showed no zeal for the cause, but 
it indicated a cautious willingness to proceed in the hope 
that the way might ultimately be found to an international 
monetary agreement. The President believed that the United 
States could go ahead “without seriously disturbing adjust- 
ments in world trade,”’ but he insisted that “‘concerted action 
by all nations, or at least a large group of nations, is neces- 
sary, if a permanent measure of value, including both gold 
and silver, is eventually to be made a world standard.” He 
cited the recent completion of ratifications of the London 
agreement as indicating that further progress along this line 
was practicable and stated that at no time had “conditions 
been more favorable.” Indeed, he had already “begun to con- 
fer with some of our neighbors in regard to the use of both 
gold and silver, preferably on a codrdinated basis, as a 
standard of monetary value.” 

Three of the President’s recommendations—those fixing 
a maximum price for domestic silver, empowering the gov- 
ernment to commandeer private holdings, and imposing a 
heavy tax on profits—were chiefly designed to thwart specu- 
lation. The sum and substance of the program as a currency 
measure was the proposed increase of silver holdings to 25 
per cent of total gold and silver reserves. But a quota of 25 
per cent was nothing new in American history; for a quarter 
of a century before r9ro it had stood at more than 30 per 
cent. To the more radical, therefore, the President’s program 
for the immediate future was distinctly disappointing. On 
second thought, however, it was recognized that the Presi- 
dent’s willingness to accept a mandate to raise the propor- 
tion of silver represented a definite gain, even though it fell 
far short of the remonetization which some desired, and 
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the plan was accepted as the best that could be obtained by 
compromise. So far as could be judged from comment in the 
London and Paris press, this new measure evoked only pass- 
ing interest in European financial centers, where it was re- 
garded as a matter of domestic policy and politics.® 

Soon after the delivery of the President’s message a bill 
prepared by the Treasury Department and embodying his 
recommendations was introduced in both houses of Congress. 
It was rushed through the House under a special rule allow- 
ing only a few hours for debate, and was passed on May 
31 by a vote of 263 to 77. It was supported by 246 Demo- 
cratic, 14 Republican, and 3 Farmer-Labor members. Sev- 
enty-one Republicans and 6 Democrats voted against it.® The 
attitude of most members was well indicated by Representa- 
tive Lamneck of Ohio: 


I do not care a continental about silver as such; but when I can 
use silver to bring back prosperity and control the purchasing power 
of gold, I am interested in that, because my constituents are crying 
out to me for relief from intolerable conditions which call for a 
remedy, and that is what I want to do.” 


In the Senate the bill was placed on the calendar as un- 
finished business until it passed on June 11 by a vote of 54 
to 25.° Here, as in the House, there was a certain cleavage of 
parties.® Silver had more zealous champions in the Senate, 
but there also members showed that they were more inter- 
ested in the general price level than in the market value of 
silver. An amendment offered by Senator Thomas of Okla- 
homa requiring the 25-per-cent quota to be measured on the 


*Cf. New York Herald Tribune, May 23, 1934. 

* Congressional Record, Seventy-third Congress, Second Session, 10415. 

* Tbid., 10329. 

® Ibid., 11391. 

® Forty-six Democratic, 7 Republican, and 1 Farmer-Labor Senators voted 
for the bill, 19 Republicans and 6 Democrats against it. The Republicans 
voting for the bill were Senators Borah, Capper, Frazier, La Follette, Nor- 
beck, Norris, and Nye, all known as leaders of the farm bloc. The Demo- 
crats voting against the bill were Senators Brown, Copeland, Glass, Gore, 
Wagner, and Walsh. 











38 THE UNITED STATES IN WORLD AFFAIRS 


basis of its market value—a change which would have in- 
creased the Treasury's purchases threefold—received only 17 
votes in its favor.”® In like manner, an amendment by Sena- 
tor Long of Louisiana prescribing bimetallism as a national 
policy and calling for the free and unlimited coinage of silver 
at a ratio to be fixed by the President won only 18 votes.” 

No one in either house appeared to be interested in the 
President’s references to an international agreement. Al- 
though there was some comment during the debate on the 
international importance of silver, most of it revealed mis- 
taken conceptions of the world monetary situation. Silver 
was frequently described as the basic currency of all the 
Orient and most of South America. “Three-fifths of the 
people of the world live in countries that are on a silver 
basis,” said Representative Knutson of Minnesota.’? Several 
Senators and Representatives maintained that a higher price 
for silver would prevent the dumping of cheap goods into 
the United States by “Japan and other countries on a silver 
basis,” and would also prevent their underselling the United 
States in foreign markets.’* Senator Wheeler called for Re- 
publican support on the ground that raising the price of 
the metal would be “like putting a tariff wall against Japa- 
nese and Chinese products, which are shipped into our coun- 
try in competition with our own products.” But while thus 
excluding Oriental goods, the United States would sell more 
to the Orient by giving new “purchasing power to 500,000,- 
ooo people in China, who want to purchase commodities 
produced by our own people but are unable to do so at 
present.”** 

Such arguments persisted throughout the debates on all 
the silver measures laid before Congress. The proponents 
of these measures were repeatedly reminded, but evidently 


Congressional Record, Seventy-third Congress, Second Session, 11378. 
™ Ibid., 11380. 

* Ibid., 11135. 

%8 Ibid., 10310, 11135. 

4 Ibid., 1461, 1467. 
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with little effect, that no country in South America was on 
the silver standard, and that the only important silver-stand- 
ard country, in the Orient or elsewhere, was China. They 
were reminded, further, that a higher price for silver would 
bring deflation and depression to China just as a higher price 
for gold would tend to bring deflation to the United States 
and other gold-standard countries. 


6. The Nationalization of Silver 


Treasury officials estimated that in order to comply with 
the act the government would have to buy 1,254 million 
ounces. This amount was approximately equal to the total 
production of the United States during the preceding twenty 
years and to total world production during the previous eight 
years. The Treasury was not required to execute the buying 
program within any specified time, but the Administration 
had given assurance that the 3:1 ratio in the government's 
monetary stocks would be built up without delay. Whether 
the attainment of this ratio would require more or less silver 
than the original estimate would depend on future changes 
in the country’s gold holdings. 

The amount of silver in the United States held in private 
hands was estimated at 200 million ounces.’® Since the Treas- 
ury was now under a mandate to buy six times this amount 
in a relatively brief period, it would need to draw heavily 
on the large private stocks in foreign countries which were 
not subject to the restrictions embodied in the London agree- 
ment.*® The price became gradually firmer as the Treasury 


™ This estimate proved to be much too liberal. See below, pp. 41, 45. 

% These restrictions were largely a matter of form. The London agreement 
stipulated that during the four-year period (1934-1937, inclusive) the govern- 
ment of China should not sell any silver resulting from demonetized coins 
and that the government of India should not sell more than an average of 
35 million ounces a year. But the government of China had not been a seller 
of silver, and the government of India for several years had not sold as much 
as the maximum allowed in the London agreement. The United States was 
the only country which assumed any tangible obligation. Cf. “The Silver 
Agreement,” Foreign Affairs, X11, 160-161, October, 1933. 
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increased its purchases. Since the maximum government bid 
in the home market was then limited to 50 cents an ounce, 
and since the government would also absorb half of the sel- 
lers’ profits by taxation, speculative holders in the United 
States began to export their metal, hoping in this way to 
obtain a much higher return when the Treasury was eventu- 
ally compelled to do practically all of its buying in foreign 
markets. By selling through a foreign account speculators 
would also escape the tax. On June 28, 1934, Secretary 
Morgenthau frustrated this plan by imposing an embargo 
on further exports of silver except under government li- 
cense.** 

As the Treasury's buying accelerated the rise in the price, 
the government found itself facing a new problem. It ap- 
peared that in due course the world price would exceed the 
50-cent maximum fixed for the Treasury’s purchases of do- 
mestic stocks, and that the government might find itself in 
the awkward situation of paying more to foreign sellers than 
it paid to its own citizens. Furthermore, these foreign sellers 
were exempt from the profits tax imposed on American 
sellers. An escape from this difficulty was found in a provi- 
sion in the act authorizing the nationalization of domestic 
silver. The Administration therefore decided to take over all 
domestic holdings as soon as the price in the open market 
approached the government limit of 50 cents an ounce. On 
August 9, 1934, the price rose so near to this figure that an 
Executive order was issued requiring all private stocks to be 
delivered to the Treasury within ninety days. The price to 
be paid for the metal thus commandeered was fixed at 50.01 
cents an ounce.** As this was somewhat above the price in 
the open market, domestic holders had no apparent grounds 
for complaint, especially since they were now exempt from 
the special tax on their profits. 

™ Federal Reserve Bulletin, XX, 439, July, 1934. 


“In paying for nationalized silver the Treasury was not subject to the 
upper limit of 50 cents applying to purchases in the domestic market. 
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7. Effects on China and Other Countries 


Nationalization of silver resulted in the acquisition by the 
government of approximately 113 million ounces. As a mone- 
tary measure, it did not prove to be of much importance, 
but when first announced it caused a considerable flurry in 
the world’s financial markets. Traders interpreted the gov- 
ernment’s action as an indication that the Administration 
might use inflationary powers which for months had lain 
dormant. The price of silver in London soared to the high- 
est point since 1929. Countries still on the gold standard 
were perturbed because a cheaper dollar meant for them a 
further deflation of commodity prices, and China, the coun- 
try whose interests were most vitally affected by the Ameri- 
can program, was disconcerted by heavy sales of silver in 
Shanghai. From June to December, 1934, Shanghai stocks de- 
clined from 450 million ounces to 267 millions. 

Indeed, the effects of the purchases on China proved to 
be very different from what many Americans had been led 
to expect. China was not only on the silver standard, but 
on the metallic silver standard. When, therefore, she lost 
substantial amounts, the results were similar to those caused 
by the drainage of gold from a gold-standard country. There 
was a contraction of the medium of exchange with ensuing 
credit stringency and a recession of business activity. Com- 
modity prices fell as the price of silver rose. Crop shortages 
during the summer of 1934 checked the decline in the gen- 
eral price average, but only for a brief period.’ Money rates 
soared; the hoarding of silver began on a large scale, and 
several banks were forced to suspend. In the meantime pro- 
duction, especially of textiles, was curtailed, and Japan 
gained a new competitive advantage through the relative 
cheapening of the yen. These effects appeared first in the 
Chinese financial and industrial centers, and were less evi- 
dent in the smaller cities and rural regions. 

* Cf. Appendix III(d). 
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Even before the passage of the Silver Purchase Act, 
China’s economy had been disturbed by the cheapening of 
the pound, the rupee, and the yen. This had checked the mild 
inflation which China had experienced from 1929 to 1931, 
and which was attributed to the decline in the price of 
silver. China usually had a favorable balance of trade and 
received silver in payment for her surplus of exports. The 
lower the price of silver in the world market, the more of 
it she would obtain in the balancing of her international ac- 
counts. But when the British, Indian, and Japanese cur- 
rencies went off gold in 1931 China’s export trade began 
to feel the pinch of the depression. Her troubles were ag- 
gravated when the dollar was cheapened in 1933. In that 
year China’s trade balance became unfavorable and she had 
to export nearly 11,000,000 ounces of silver to meet her ex- 
ternal obligations. Then in 1934 came the Silver Purchase 
Act, and following it an increase of nearly twentyfold in 
China’s exports of that metal. 

The Chinese government was moved to take action, but 
it limited itself at first to a note from the Ministry of 
Finance to the United States Consul General at Shanghai, 
calling attention to the “potentially alarming” outflow of 
silver from that port, and asking for information concern- 
ing the future buying policy of the United States.”® This 
note was dispatched within less than sixty days after the 
passage of the Silver Purchase Act; a month later the Chinese 
government took up the matter directly with Washington. 
The Chinese Minister, Mr. Alfred Sze, delivered two notes 
to the Department of State, asking that the government “re- 
frain from any action which might cause a continuation of 
the present silver drain,” and intimating quite pointedly that 
Washington was not codperating with the other signatories 
of the London agreement in endeavoring to realize its prime 
purpose—the maintenance of a stable price for the metal. 
What aroused most interest, however, was the Chinese gov- 

™® Department of State Press Release, October 15, 1934. 
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ernment’s statement that it was considering the abandon- 
ment of the silver standard and the gradual introduction of a 
gold-secured currency; and in view of the possible adoption 
of such a policy the Nanking authorities desired to ascertain 
whether the American government was “willing to exchange 
with the Chinese government gold for silver.”** 

In his reply to these notes Secretary Hull stated that the 
Administration was compelled to carry out the mandate of 
Congress, but that it would endeavor “to arrange the time, 
the place, and the quantity of its silver purchases with a 
view to avoiding as far as possible any disturbance to the 
economy and public finance of China.” But Mr. Hull de- 
murred emphatically to the suggested exchange of Ameri- 
can gold for Chinese silver, and pointed out that free markets 
in both gold and silver were open to any nation which wished 
to buy or sell.” 

On learning that no revision of the American policy could 
be expected, the Chinese government on October 15, 1934, 
undertook to check the drain by means of a tax on exports, 
with a sliding-scale of rates intended to offset any rise in 
the external value of silver. China thus practically cut loose 
from silver and adopted a “managed currency” for interna- 
tional transactions. The United States Treasury undertook 
to assist the Chinese government by refraining from import- 
ing the metal directly from China. Meanwhile, contrary to 
the predictions of the enthusiasts in Congress, Chinese pur- 
chases of American goods were not stimulated by higher 
silver prices. Instead, these purchases declined, and in the 
first five months of 1935 exports from the United States to 
China were 28 per cent less in value than in the correspond- 
ing period of 1934. 

Unlike China, the silver-producing countries derived con- 
siderable benefit from the enhancement of the price of the 
metal. For a time Mexico and Peru enjoyed something 


™ Department of State Press Release, October 15, 1934. 
™ Ibid. 
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like a boom; payrolls and employment increased, and 
the value of exports rose sharply. But these new bless- 
ings were not wholly unalloyed. When silver exceeded the 
respective prices of 59 and 72 cents an ounce in Peru and 
Mexico, silver coins in circulation became worth more as 
bullion than as money, and to prevent their being melted 
down and exported to the United States, these countries 
found it necessary to call them in and to issue paper notes in 
their place. When in April, 1935, the price advanced from 
63 to 81 cents, Mexico for a few days was in a state of con- 
fusion not unlike that in Shanghai some months before. The 
Mexican government placed an embargo on the export of 
all except newly-mined metal, and dispatched the Assistant 
Secretary of the Treasury to Washington by airplane to con- 
fer with the American authorities concerning his country’s 
monetary difficulties. During April and May five other Latin 
American countries*® and Italy and Austria either placed an 
embargo on silver exports or substituted paper or token cur- 
rency for such coin. 

India occupied a position which was intermediate between 
that of China on the one hand and the silver-producing 
countries on the other. With its large holdings India would 
profit by rising prices. Yet this rise would create a difficult 
problem if it reached the rupee’s “melting-point” of 98.4 
cents an ounce. For a heavy outflow of bullion from India 
would be followed by disturbances with serious economic and 
political consequences. Conceivably, the British government 
might attempt to prevent this outcome by raising the value 
of the pound and thus increasing the value of the rupee to 
which it is tied. Inclined to this assumption, the champions 
of silver were soon proclaiming a new use for the metal: 
it could be employed in controlling the value of the pound 
and in bringing pressure on the British government to accept 
an agreement on currency stabilization which would accord 
with American wishes. There was no indication, however, 

* Colombia, Costa Rica, Ecuador, El Salvador, and Paraguay. 
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that the Roosevelt Administration had embarked upon its 
purchase program with any such purpose. If it contemplated 
using its purchases as a club to force the adoption of its own 
scheme of stabilization, this was an afterthought. Moreover, 
there was no reason to assume that such a method would be 
effective, since the “managed” value of the pound was deter- 
mined by many factors of far greater importance than the 
considerations of Indian exchange. 


8. Silver and Commodity Prices 


At the end of June, 1935, a year since President Roosevelt 
had signed the Silver Purchase Act, the government had 
acquired 39 million ounces of newly-mined domestic silver, 
113 million ounces had been nationalized, and (according 
to private estimates) 270 million ounces had been purchased 
abroad in the open market. The total acquisitions, therefore, 
were approximately 422 million ounces, or, roughly, about a 
third of the purchases which Treasury officials estimated 
would be required at the time the act went into effect. But 
the heavy inflow of gold into the United States during the 
following twelve months completely upset these calculations. 
In fact, the addition of 1,259 million dollars to the country’s 
gold stocks left the proposed 3:1 ratio no nearer attainment 
than it was when the silver buying began. The Treasury 
through its purchases had merely succeeded in keeping sta- 
tionary the proportion of gold to silver in the country’s 
monetary stocks. But under these operations the silver in- 
dustry had prospered enormously: during June, 1934, the 
month when the buying program was enacted into law, the 
average price of silver was 45.2 cents an ounce; in June, 
1935, the average price was 71.9 cents—an increase in twelve 
months of 59 per cent. 

In spite of all that was thus being done, the inflationists 
in Congress were not satisfied. By threatening to conduct 


“Cf. H. B. Elliston, “Silver, East and West,” Foreign Affairs, XIII, 666- 
679, July, 1935. 
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a filibuster against the Administration’s four-billion-dollar 
relief bill, Senator Thomas of Oklahoma succeeded in attach- 
ing a rider to that measure which required the issue of cur- 
rency against all the silver in the Treasury at the rate of 
$1.29 per ounce.” Senator Pittman, the leader of the bloc, 
declared that “in a comparatively brief time the price of 
silver will be stabilized at $1.29 an ounce.”*® 

Close observers of the tactics of the silver bloc sometimes 
raised the question whether this group would be satisfied if 
that price were reached. A possible answer could be found 
in a bill introduced by Senator Wheeler of Montana early 
in the 1935 session, entitled “A bill for the relief of agricul- 
ture, the producers of live stock, and the producers of raw 
materials generally, and for other purposes.” The bill called 
for the purchase of 50 million ounces of silver a month 
until the 3:1 ratio was attained, or until ‘sixteen ounces of 
pure silver equals in purchasing power one ounce of pure 
gold.” This measure was nothing more than a thinly-veiled 
effort to force the price from the original goal of $1.29 up 
to $2.19 an ounce. For when the price of gold was $20.67 
an ounce, the price of silver under the Bryan shibboleth of 
16:1 would be $1.29; but when the government raised the 
price of gold to $35, the ratio would be no better than 27:1 
even if silver sold at $1.29. When Senator Wheeler, there- 
fore, urged a return to what some of the “‘silverites” were 
fond of calling the “natural ratio,” his proposal meant that 
its price should be unnaturally forced up to $2.19 an ounce. 

Under the stimulus of government buying and speculative 
activity the price gradually rose during the spring of 1935 
until early in April the open-market quotations were very 
close to the Treasury's price of 6414 cents for newly-mined 
domestic silver. The government was under no legal obliga- 
tion to pay more than the market price for the domestic 


* Congressional Record, Seventy-fourth Congress, First Session, 4517. The 
House refused to concur in this amendment. 
* Ibid., 5608. 
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metal, but it had established a precedent to which it decided 
to adhere for the time being. Accordingly, on April ro Presi- 
dent Roosevelt by proclamation raised the price to 71.11 
cents. The price in the open market then soared until on 
April 24 it was again higher than the offer which the govern- 
ment was making to domestic producers. Mr. Roosevelt there- 
upon advanced the Treasury's bid to 77.57 cents. Speculation 
now became feverish, and on April 26 silver was priced in 
the open market at 81 cents. The Mexican government, as 
we have seen, now found it necessary to proclaim a bank 
holiday and call in its coin; the price of silver was ap- 
proaching the melting-point. Again the Chinese government 
made representations to Washington and expressed its grave 
concern over the further rise. Although the market price had 
once more surpassed the Treasury's price to domestic pro- 
ducers, the Administration refused to “raise the ante.” Dis- 
appointed speculators made haste to take profits, and prices 
reacted sharply. 

In the ensuing months of the spring and summer there 
was no renewal of heavy activity in the silver market. By the 
middle of August the price had receded to 66 cents, the 
lowest in six months. The silver gentry began to pester Mr. 
Morgenthau, whereupon, in a falling market on August 14, 
he proceeded to purchase over 25 million ounces and the 
Treasury attained a new high record for one day’s buying. 
This single day’s purchase exceeded the total annual produc- 
tion of the United States in 1934. None the less, on being 
informed of this fact, Senator Thomas was still not satisfied. 
In fact, he was quite contemptuous: “I thought we had a 
silver policy,” he said, “but we haven't any, other than to 
buy silver at the lowest possible price. . . . The whole pro- 
gram is a farce. . . . We have built up false hopes in the 
minds of the silver states.”* 

The Roosevelt Administration had embarked on its pro- 
gram with three avowed objectives: (1) It wished to “stabi- 

™ New York Times, August 16, 1935. 
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lize” the price of silver; (2) as a means to this end, it wished 
to bring about its “remonetization” in the world’s currency 
systems; and (3) it wished to stimulate the rise of commod- 
ity prices. The story so far shows that a stable price for silver 
was not attained, and that instead of effecting its remonetiza- 
tion, the government’s purchases actually forced, or threat- 
ened to force, its demonetization in the principal silver-using 
countries. The question of the effect of these purchases upon 
the commodity price level now remains to be considered. 
As is elsewhere indicated, the price of silver during the 
twelve months ending with June, 1935, advanced 59 per 
cent. During the same period wholesale commodity prices in 
the United States, measured by the index number of the De- 
partment of Labor, rose 7 per cent. The rise in the United 
States was more pronounced than in any other important 
country. Was this due to the government's purchases of silver, 
or to its gold policy, or to its emergency control of agriculture 
and industry, or to any combination of these factors? No 
categorical answer can be given, but much light is thrown on 
the influences stimulating price advances in the United States 
by an examination of the trend of prices in the various com- 
modity groups which make up the general index number. 
During the twelve months under consideration, prices of 
farm products rose 23.7 per cent and prices of foods 18.7 
per cent; but the average of all other products receded about 
0.3 of 1 per cent. The decline in building materials, house 
furnishings, metals, textiles, and miscellaneous products was 
almost exactly matched by the advance in chemicals and 
drugs, fuel and lighting, hides and leather. In short, the 
rise of 7 per cent in the general index was due to the sharp 
upturn of farm products and foods. Prices were not advanc- 
ing all along the line, as they would tend to do if the gov- 
ernment’s monetary policy were the most important influence. 
Crop restrictions, marketing control, and drought un- 
doubtedly had decisive effects on general price averages in 
the United States during 1934 and 1935. Other influences 
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were certainly at work, but their effects were not so easily 
traceable.** 

In the autumn of 1935 it was still too early to gauge the 
full economic results of the Administration’s silver program, 
but it was possible to draw a few general conclusions. It had 
not fulfilled the promises of its zealous champions. It had 
not stimulated the sales of goods to the Orient; they had 
declined. It had not encouraged the wider use of silver, but 
had discouraged it. The program had been a windfall to 
the producers, but they were a relatively small group. It had 
made possible some redistribution of gold held by the United 
States government by the exchange of gold for silver, but it 
offered no assurance that the gold would reach those coun- 
tries where it was most needed, and at the same time it tended 
to draw silver from places where it was indispensable. 

The effects of this policy on the international relations 
of the United States were varied. The silver-producing coun- 
tries had reason to be appreciative, in spite of any temporary 
inconvenience they may have suffered on account of a too 
rapid rise in price. Even in China private holders of silver 
may have benefited substantially from the increased market 
value of their holdings. In London, however, where the 
American program was regarded at first with indifference, 
financial and business opinion grew acutely hostile. When 
the British saw their markets in China and India become 
unsettled and less dependable because of the gyrations of 
silver, they became convinced that the American program 
was a rank international affront. Even the usually restrained 
Economist averted that Mr. Roosevelt was actuated “‘by eco- 
nomic advice that must surely have originated in Bedlam.” 
“The American silver policy is running amok,” it said, “but 
the ruin is falling on other heads.”* 

It had been assumed by disinterested advocates of silver- 


* Owing to the short yields of domestic crops in 1934, the tariff duties 
on agricultural commodities became effective for the first time and contributed 
substantially to the advance of some farm products. 

™” The Economist (London), CXX, 1016, May 4, 1935. 
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buying that this program would result in the cheapening of 
gold and would thus assist in correcting the maladjustment 
between private debts and purchasing power and would aid 
in the restoration of monetary stability in other countries. 
They believed that stability was requisite to general economic 
recovery, and they had hoped that the United States by its 
acquisition of silver would create conditions which would 
make it easier to find a way out of the impasse due to un- 
stable currencies and rising trade barriers. A year’s experi- 
mentation had not brought the fulfillment of this hope, and 
in the autumn of 1935 the problem of currency stabilization 
was still awaiting solution. 











CHAPTER FOUR 


THE PROSPECTS FOR EXCHANGE STABILIZATION 


IF THE adoption of the gold-bullion standard by the United 
States removed some disturbing elements from the world 
monetary situation, the silver-purchase program injected new 
uncertainties. It was admittedly desirable that a ratio be- 
tween the pound and the dollar be fixed and adhered to: 
but instead, for lack of a basis of determination, there was a 
possibility that competition rather than codperation in mone- 
tary policy might be in the making. Since the days of the 
World Economic Conference, the British and American gov- 
ernments had been unable to harmonize and synchronize their 
views on international currency questions. At the time of the 
conference, the British, hard at work to devise a formula 
and perhaps a plan of general stabilization, were unex- 
pectedly confronted with President Roosevelt’s dictum by 
cable that such a step would be “‘a catastrophe amounting to 
a world tragedy.” And when, in turn, by 1935 the United 
States became more receptive toward proposals to stabilize, 
and had begun to whistle to attract attention, the British 
authorities were over the hills and far away, lying in the 
lush grass of better times and contemplating the status quo 
with a certain measure of equanimity. 


+: The Two Stabilization Funds 


Each country was well supplied with funds for the uni- 
lateral control of exchange movements, provided the ex- 
tremes of fluctuation were not too wide. On leaving gold in 
September, 1931, the British government set up an exchange 
equalization fund of 150 million pounds to be used to 
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smooth out temporary aberrations in the sterling exchange 
rate. In May, 1933, just a few weeks after the United States 
went off gold, the fund was enlarged to 350 million pounds; 
but Mr. Neville Chamberlain, Chancellor of the Exchequer, 
promptly denied that there was any connection between 
these two actions. The stabilization fund placed at the dis- 
posal of the United States Treasury by the Gold Reserve Act* 
amounted to 2,000 million dollars and was therefore about 
15 per cent larger than the corresponding British reserves. 
Both at home and abroad opinion differed as to the pos- 
sible international effects of the use of the two funds— 
whether there would be war between the dollar and the 
pound, or a truce followed by the adoption of codperative 
measures. At that time the British government was still 
friendly toward the idea of prompt stabilization, and while 
the Gold Reserve Bill was pending before Congress, Prime 
Minister MacDonald spoke emphatically in favor of a com- 
mon monetary policy for the United States, Great Britain, 
and France. “We are never going to have full, free trade,” 
he said, “unless we know what the relation is between the 
dollar and sterling, the dollar and the franc. Let us build 
up the machinery of a codperative world, and one of the first 
bits of the machinery will deal with the question of how the 
various coinages are going to be exchanged. I confess that I 
am impatient of slowness.’’* In the same spirit the financial 
editor of the London Times hailed the passage of the Gold 
Reserve Act as possibly “‘the first essential step to the restora- 
tion of a common international monetary standard—one of 
the most important essentials to the restoration of interna- 
tional trade.””* So invigorating was the air that even Secre- 
tary Morgenthau passed out a hint that stabilization dis- 
cussions with the British government might soon begin.‘ 
However, not everyone shared the view that the way was 


*Cf. Chapter II. 


* Speech at Leeds, quoted in New York Times, January 24, 1934. 
* Times (London), February 1, 1934. 
“New York Times, January 30, 1934. 
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clear. Mr. Roosevelt himself, though looking forward to an 
eventual agreement, told Congress, in his message of January 
15, 1934, that it was not yet desirable to fix a value for the 
dollar. As for Congress, certain of its members regarded the 
new stabilization fund as a weapon to be wielded in some 
epic contest of the currencies. This was clearly the opinion 
of the Committee on Coinage, Weights, and Measures, in its 
report to the House on the Gold Reserve Bill. The British 
government had deliberately driven the United States off the 
gold standard by using its exchange equalization fund “in 
driving our dollar up,” but the new bill would give the 
United States a sword of its own “to defend the American 
dollar and our gold stocks against the invasion of a similar 
fund operated by competitor nations.” Doubtless other na- 
tions would now realize the determination of the United 
States to “‘make it impossible for them to enjoy the advan- 
tages of a depreciated currency,” and perhaps this sobering- 
up process would “hasten the stabilization of all currencies 
upon a permanent basis.”* Evidently the committee believed 
that the best way to prevent a currency war was to make an 
effective display of superior financial strength. 

There was no clear general understanding, either in Great 
Britain or in the United States, of the purpose of the British 
exchange equalization fund. Because its operation was neces- 
sarily secret, the idea persisted that it was being used to 
benefit the pound in its competition with the dollar. In the 
United States a suspicion lurked in some quarters that the 
pound was being artificially depressed in order to give British 
exporters a trade advantage;® while at the same moment in 
London there were apprehensions lest the pound was being 
strengthened in preparation for a second return to the gold 
standard. They interrogated Mr. Chamberlain in the House 
of Commons. He replied that the fund had never been used 


®* House Report No. 292, Seventy-third Congress, Second Session. 
* Congressional Record, Seventy-third Congress, Second Session, 1250, 
1253. 
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to give sterling an artificial value. In his opinion it could 
never be used effectively for such a purpose.’ Newspaper 
dispatches quoted a “high authority” as saying that not a 
shilling of this sterling had been used to buy dollars since 
the day the United States went off gold.* In fact, it was 
believed in financial circles at this time that operations were 
conducted mainly in francs, readily convertible into gold 
and involving a minimum of speculative risk. 

When asked about the likelihood of currency competition 
between the United States and Great Britain, Mr. Chamber- 
lain replied that it would be well to “wait and see what the 
operation of the fund in America is likely to be.”® As events 
showed, this involved several months of waiting, for it was 
not until April 30, 1934, that the Treasury opened an ac- 
count for its stabilization reserve and turned into it 2,000 
million dollars of the profits derived from marking up the 
government’s gold holdings, as the Gold Reserve Act pre- 
scribed. 

In the absence of information from official sources, there 
was much surmise as to the reasons for putting the fund to 
work just then. For during February and March, 1934, when 
gold was pouring into the country because of the premium 
on the dollar,’® nothing had been done to check the inrush. 
Now in April the gold inflow came temporarily to a halt, 
and the exchange value of the dollar began to weaken. On 
the 21st the dollar dropped to the gold export point; it be- 
came advantageous to ship gold out of the country rather 
than to purchase foreign currency with American paper. 
This decline of the dollar afforded the first test of the Treas- 
ury’s gold-export policy under the new monetary legislation. 
The prompt announcement that no attempt would be made 
to prevent exports brought a rally in dollar exchange, and 

* Parliamentary Debates, House of Commons (daily edition, unrevised), 
CCLXXXV, 198, January 30, 1934. 

®* New York Times, January 16, 1934. 


° Parliamentary Debates, House of Commons, CCLXXXV, 198. 
* Cf. Chapter II. 
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no gold was shipped. Apparently the sharp fluctuations of 
this period convinced the Treasury that it would be advis- 
able to mobilize the stabilization reserve for quick use in 
case of need. But that the fund would be segregated and 
used to arrest a decline of the dollar was far from what the 
authors of the Gold Reserve Act had expected; they had 
assumed that it would be used at first to check the dollar’s 
rise. For devaluation would probably give the United States 
a temporary advantage over competitors in foreign trade, 
and to offset this her competitors might start selling their 
own currencies and buying the dollar up. Members of Con- 
gress had something like this in mind when they referred so 
frequently to a possible conflict between the dollar and the 
pound. 

In spite of similarities, the two reserves set aside by the 
British and the United States governments were not used 
for exactly the same purposes. The British exchange equal- 
ization fund did what its name implied. Its operation was 
intended to smooth out fluctuations in the pound which 
would follow the international movement of capital. There 
is no ground for questioning the statement of British offi- 
cials that it was not employed to raise or depress the value 
of the pound to a predetermined level, and that when for 
special reasons the sterling fluctuations became unusually 
sharp, operations were suspended until the disturbing influ- 
ence had passed. 

The American stabilization fund was also appropriately 
named. Unlike its British counterpart, it was not restricted to 
a single function. It was employed primarily for two pur- 
poses—to protect the foreign exchange value of the dollar, 
and to support the market for government securities. The 
Secretary of the Treasury was vested with broad powers in 
its use, and in May, 1934, he began to draw on it for still 
another purpose—to acquire silver for the government. The 
Gold Reserve Act did not explicitly authorize the use of the 
fund for silver purchases, but it did authorize transactions 
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in gold and foreign exchange and “‘such other instruments 
of credit and securities” as might be necessary to achieve the 
purposes of the law. Under this authority gold in the stabi- 
lization fund could be exchanged for silver. Transactions be- 
gan while the Silver Purchase Bill’ was still under debate in 
Congress, and they were made, as Secretary Morgenthau 
later stated, “‘to steady the world market pending the adop- 
tion of this legislation.’* The functions of the stabilization 
fund were therefore much broader and more varied than 
those of the equalization fund. 

To what extent these two huge monetary reservoirs con- 
tributed to pound-dollar-franc stability cannot be judged un- 
til the British and United States governments render an 
account of their respective operations. Undoubtedly, they 
helped to steady the markets over considerable periods dur- 
ing 1934 and 1935, yet the fact that neither country knew 
what the other might eventually do to the exchanges through 
unilateral manipulations gave rise to suspicions on both 
sides, and to some degree these suspicions worked against 
the principle of common action. 


2. The Gold-clause Cases 


The Gold Reserve Act assisted a bit toward stabiliza- 
tion, but in permitting a possible fluctuation of 20 per cent 
in the gold value of the dollar it still left much to be desired. 
Furthermore, the constitutionality of the action of Congress 
in invalidating all contracts to pay the interest and principal 
of existing debts in gold’* was under attack in the federal 
courts, and this added another element of uncertainty to 
the monetary situation until the question was finally ad- 
judicated by the United States Supreme Court on February 
18, 1935. 

In this decision the Court passed judgment on the issues 


™ Cf. Chapter III. 
% New York Times, June 22, 1934. 
™ Cf. The United States in World Affairs, 1933, 79-80. 
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involved in four so-called gold-clause'cases, reviewed as a 
group.* Each action had been brought by a holder of an 
obligation which contained a clause pledging payment in 
gold dollars of the former parity; and under “New Deal” 
legislation the holder had been refused such payment. By a 
majority of five to four the Court rejected each suit. In the 
case of the bonds of private corporations, the Court held 
that the gold clause impaired the power granted to Congress 
by the Constitution “to choose a uniform monetary system 
and to reject a dual system with respect to all obligations 
within the range of its constitutional authority.” But the 
Court ruled that in abrogating the gold clause in bonds issued 
by the United States, Congress had exceeded its powers. In 
other words, Congress might revise contractual obligations 
between private individuals in so far as these impinged upon 
its right to coin money and regulate its value, but it could 
not revise or repudiate the government's own pledges. While 
it denied to the government the right to alter unilaterally 
its promises to its creditors, the Court offered small comfort 
to the holders of United States bonds containing the gold 
clause. It held that if the bondholder were to recover the 
amount required for the literal fulfillment of the contract— 
that is, $1.69 in money of the new parity for every dollar of 
the face value of the gold obligation—he would benefit by 
“an unjustified enrichment.” For since X could pay his own 
debts in devalued dollars, X suffered no true loss when the 
government paid its debt to him in the same kind of cur- 
rency. 

The Court's ruling on this particular point gave the deci- 
sion a certain limited significance abroad. For even if a do- 
mestic holder of a government obligation could not prove 
that he had sustained a loss through the “repudiation” of 
the gold clause, a foreign holder of such a bond might be 


“Norman v. Baltimore and Ohio Railroad Company; United States v. 
Bankers Trust Company; Nortz v. United States; Perry v. United States. 
U. S. Supreme Court, Law Ed., Advance Opinions, 1934-1935, Vol. 79, 
No. 8, 417-456. 
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able to do so.* When the United States government re- 
fused to pay him in gold or its equivalent, he suffered a sub- 
stantial loss in capital or income, except in the unlikely event 
that the currency of his own country had depreciated in the 
meantime to a degree corresponding to the devaluation of 
the dollar. In consequence, it was within the range of possi- 
bility that foreign bondholders would bring suit in the Court 
of Claims and obtain an award of payments exceeding those 
which the government was making to its own citizens on 
identical obligations. 

To prevent such an outcome and also to prevent being 
badgered by a variety of suits brought by ingenious domestic 
holders, President Roosevelt on June 27, 1935, sent a special 
message to Congress asking for legislation barring actions 
against the government with regard to its securities and cur- 
rency, and affirming the government’s purpose to make pay- 
ment to all holders of its securities “‘on an equal and uniform 
dollar-for-dollar basis.”*® A joint resolution embodying the 
President’s suggestions was promptly introduced in the 
House of Representatives, and was passed on July 18. On 
August 8 the Senate adopted the resolution, but only after 
so amending it as to permit six months’ grace within which 
suits might be filed before the bar to litigation went into 
effect. On August 24 a compromise was effected which au- 
thorized the courts to remain open to gold-clause suits for 
the ensuing four months, until January 1, 1936." 


3. Differing Government Attitudes 


The question of currency stabilization caused a flurry of 
public attention while the gold-clause cases were pending 
before the Supreme Court. In presenting the government’s 
argument, Attorney General Cummings asserted that when 

* The United States government cannot be sued without its previous con- 
sent except in the Court of Claims, and this court will entertain such a suit 
only when the plaintiff can show a cause of action for actual damages. 


* Congressional Record, Seventy-fourth Congress, First Session, 10653. 
™ Ibid., 11890, 13172, 14816. 
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the United States went into a stabilization conference with 
other governments its hands would be tied and its efforts 
would be futile if it lacked the power to readjust the value 
of the dollar to a final satisfactory relationship with other 
currencies. This proved, however, to be more of an argu- 
ment to the Court than an official announcement of govern- 
ment policy; for once the case had been won, high govern- 
ment officials displayed little interest in the subject beyond 
that which they embodied and embalmed in the matrix of an 
occasional public address. 

Lip service to stabilization was common to European and 
American statesmen. Near the end of 1934 Premier Flandin 
of France said that it was the “most important step toward 
world recovery,” and Mr. Chamberlain, British Chancellor 
of the Exchequer, was at least willing to admit that it would 
be “‘very helpful.” Yet both gave reasons why their own 
governments could not take the initiative. On May 13, 1935, 
Secretary Morgenthau delivered a radio address which 
looked, on the face of it, like a bid for common interna- 
tional action. ‘The world should know,” he said, “that when 
it is ready to seek foreign exchange stabilization, Washington 
will not be an obstacle.” But his remarks, taken as a whole, 
suggested complacency rather than clear thought. The United 
States was ‘‘not unwilling to stabilize,” but it would not take 
the lead. “Why should we be singled out and admonished 
that the moral duty to restore order is primarily ours?” And 
if the great trading nations did not have sufficient interest 
to take the leadership, and chose “to continue under the 
present absence of rules,” the United States would not suffer, 
being “no longer at a disadvantage.” 

The prospect of stabilization was accelerated little, if at 
all, by this speech. It evoked some unfavorable comment 
both at home and overseas, for it indicated no advance, but 
rather a retreat from the general position taken by Mr. 
Roosevelt.’* But if sentiment in Washington toward immedi- 
* Cf. New York Herald Tribune, New York Times, May 15, 1935. 
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ate measures seemed only lukewarm, sentiment at Whitehall 
had now become definitely hostile. Parliament was told by 
Mr. Chamberlain what he regarded as the essential antece- 
dents of stabilization: (1) final settlement of the war debts; 
(2) lowering of barriers to world trade; (3) establishment of 
an economic equilibrium in each country, which would bring 
commodity prices in line with production costs; and (4) 
arrangements to minimize fluctuations in the purchasing 
power of gold. And in stating his views on several occa- 
sions, the Chancellor of the Exchequer did not attempt to 
conceal his belief that much time would elapse before these 
requirements could be fulfilled. On October 1, 1935, when the 
political situation in Europe had become very tense, Mr. 
Chamberlain told the International Parliamentary Commer- 
cial Conference, meeting in London, that under existing con- 
ditions “even the most tentative approach to stabilization is 
quite unthinkable.” 

In the midst of these elaborations, the countries of the 
gold bloc,”® which had long felt the grinding pressure of 
deflation, were anxious for immediate stabilization. Some 
of their neighbors had already yielded to pressure, left the 
bloc, and devalued their currencies. Czechoslovakia early in 
1934 had found it necessary to reduce the gold parity of its 
currency by one-sixth. On April 1, 1935, Belgium devalued 
the belga by 28 per cent, and the Free State of Danzig fol- 
lowed on May 2 with a 42 per cent cut.** In spite of the loss 
of Belgium from their ranks, the other members of the bloc, 
led by France, clung to their gold parities. On June 2, 1935, 
the Swiss people by a referendum emphatically rejected pro- 
posals for borrowing and spending which would have led 
directly to the devaluation of the franc;?* and in the Nether- 


% New York Times, May 19, October 2, 1935. 

” France, Switzerland, the Netherlands, Italy, Poland, and (until April 1, 
1935) Belgium. 

™ Bank for International Settlements, Fifth Annual Report, 1935, 9. 

= New York Times, June 3, 1935. 
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lands a Finance Minister who advocated the easier way out 
was promptly replaced by a staunch upholder of the gold 
standard.** France met the problem squarely with an un- 
popular program of far-reaching economies. 

The differing national points of view were plainly dis- 
closed at the International Chamber of Commerce in Paris 
in June. The representatives of American business were much 
more interested in a stabilization program than Washington 
appeared to be. The United States delegation came forward 
with a resolution urging “the principal governments con- 
cerned to inaugurate immediately appropriate consultations 
for the purpose of formulating and putting into effect an 
agreement,” and “to take all necessary steps for adjusting 
their national economic policies to the requirements of a safe 
functioning of an international gold standard over a long 
period.”™* 

The British delegation opposed this resolution on various 
grounds. Lord Luke of Pavenham furnished the main objec- 
tion when he declared that the value of the pound could not 
be fixed at any definite point so long as gold continued to 
flow to the United States at a rate exceeding current world 
production. While this drain on other countries continued, 
he said, any program of stabilization would prove fickle. In 
other words, let the United States first put its own house in 
order by readjusting its trade policy to conform to its rdle 
of international creditor if it expected Great Britain to take 
a definite engagement to revalue the pound. Besides trade 
barriers, the British once more cited the war debts as an 
obstacle, and maintained that the debtors would have to 
know what payment they must eventually make before they 
could agree to any fixed exchange ratio for the principal cur- 
rencies.” From the standpoint of expediency they thought it 
wiser to give their government a free hand until after the 


* Journal of Commerce (New York), June 4, 1935. 

* Ibid., June 27, 1935. 

* Cf. also Arthur W. Kiddy, “Stabilization—Why, How, When?”, For- 
eign Affairs, XIII, 398-408, April, 1935. 
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general elections, which were then expected to take place 
during the autumn. 

When the discussion ended, the Chamber concurred in 
principle with the resolution offered by the American delega- 
tion, but there was no evidence that its action brought gov- 
ernments any closer to-agreement than they had been before. 


4. The Dollar Aids the Franc 


In the week following the sessions of the Chamber of 
Commerce in Paris, M. Jean Tannery, Governor of the Bank 
of France, was attending a bankers’ conference in Basle. 
There he told a story which carried the implication that 
Washington was actively concerned about the monetary diffi- 
culties of European countries. According to Governor Tan- 
nery, the deflationary difficulties of France had precipitated 
a Cabinet crisis in May, 1935, and along with it a flight from 
francs to dollars, pounds, and gold. Late in May, at the 
approach of the month-end settlements, the flight soared to 
nearly 1,000 million francs a day. The full capacity of every 
ship with facilities for transporting gold had been engaged 
to move the metal already sold. The Bank of France stood 
ready to release a further huge amount of bullion, or to buy 
dollars with francs, in order to steady the exchanges. Never- 
theless, for lack of space it was physically impossible to ship 
more gold, and the supply of dollar exchange in Paris was 
running low. 

It would have mattered not at all to speculators in ex- 
change that this shortage was artificial and due wholly to 
technical conditions. Had they become aware of the actual 
situation they would have bid up dollars and depressed 
francs so violently that their devaluation might have been 
forced. In normal circumstances gold might have been sold 
for dollars and then lain earmarked in Paris for the buyer; 
but because of the run on the franc and the possibility of 
devaluation with an accompanying embargo on gold exports, 
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private dealers were unwilling to assume the risk which ear- 
marking involved. 

At this juncture the United States Treasury came to the 
aid of the Bank of France by agreeing to accept earmarked 
gold for dollars. Thus it furnished Paris with an adequate 
supply of dollar exchange and, as stated in an official com- 
muniqué of the Bank of France, it prevented “the dangerous 
consequences of any cessation of gold purchases.”** The 
flight from the franc subsided, and the speculative attacks 
upon it were repulsed. Meanwhile, the disclosure of the part 
played by the stabilization fund in relieving pressure on the 
franc led to increased confidence in all the gold-bloc cur- 
rencies and their general strengthening in the exchange 
markets. 

The gold-bloc countries were profuse in their expressions 
of appreciation for the timely aid from Washington, but it 
was not to be inferred that the Treasury's action involved 
any change of government policy. The stabilization fund may 
have been employed on a larger scale than usual, but in pre- 
venting the speculative bidding up of the dollar it was only 
doing what it was expected to do. There is nothing in avail- 
able records to show that the Treasury set out deliberately 
to save the franc. Nor was the action of the Treasury in any 
sense unique: the acceptance of earmarked gold was not an 
unusual government procedure, and it involved none of the 
risks which might have attended acceptance by a private 
bank. For the Treasury had the word of the Bank of France 
that no embargo would interfere with delivery of gold held 
for the account of the United States government.” 

Perhaps the most significant thing about the episode was 
that it was recounted at such length by Governor Tannery. 
It is hard to believe that this was done without the consent 
of Washington, and it is therefore safe to assume that he 


* Cf. Le Temps, June 17, New York Times, June 17, 18, 1935. 

"The same rule had applied when the United States government placed 
a temporary embargo on gold exports in 1933. Gold earmarked for govern- 
ments and central banks was exempt. 
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wished to discourage “bear” operators in francs and that 
the United States Treasury desired once again to give the 
general impression that it was concerned about exchange 
stabilization. It should be noted that the British exchange 
equalization fund was likewise employed at this time in 
counteracting the speculative bidding up of sterling, and it 
is probably similarly significant of the British government's 
attitude toward stabilization that it made no advertisement of 
what it was doing. 


5. Some Underlying Factors in Stabilization 


One tangible result of the sterling-franc-dollar transac- 
tions during the last week of May, 1935, was their demon- 
stration that the problem of currency stabilization was largely 
one of effecting an Anglo-Franco-American agreement. To 
all intents and purposes, the control of the world’s curren- 
cies lay in the hands of Great Britain, France, and the United 
States, whereof the United States and France held nearly 
two-thirds of the world’s gold. The currencies of some 
twenty-odd nations in one way or another were kept in a 
fairly steady relation to gold, and some twenty-odd other 
currencies were tied to the pound and were stable in so far 
as the pound was stable. It was evident, therefore, that if 
the three strongest financial nations could adopt measures 
for maintaining an agreed relationship among their respec- 
tive currencies they would lay the foundations for monetary 
stability throughout the world. 

To France, survivor of two currency crises in the first six 
months of 1935, international stabilization was a matter of 
great urgency. To the United States, too, it was important; 
for the course of domestic industry, the long-term prospect 
of foreign trade, and the quality of the government credit 
depended upon the removal of uncertainties regarding the 
future exchange value of the dollar. But more than this: it 
was a fact in 1935, and ominously significant, that legislative 
action in the Congress of the United States was dominated 
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by groups—silver, farmer, soldier—which singly or in politi- 
cal combination were quite ready, if occasion offered, to up- 
set the national economy, the national budget, the national 
currency, in order to gain a near-by advantage for themselves. 
There was no assurance that even a solemn international 
agreement to adjust currencies to certain relative levels and 
maintain them there by preserving certain conditions in 
statu would act as an effective brake upon the activities of 
these groups. But apart from such an agreement, no brake 
was in sight at all. 

As for Great Britain, there was some ground for her com- 
placency. Since going off gold in 1931, she had slowly con- 
vinced herself that the fact was otherwise—“gold had gone 
off sterling.” Through skillful management, protected from 
political pressures, her currency had moved in advantageous 
relationship to the currencies of other leading financial and 
industrial nations. She had balanced her budget, reduced un- 
employment to less than two millions, lightened the burden 
of taxation—and reveled in a Royal Jubilee. All these things 
had been added unto her off gold. As for the war debts, they 
had ceased to trouble, and the will of the people probably 
went no further than a disposition to consent to some small 
annual contributions in the future as the price to be paid for 
final discharge from a default which caused little or no 
chagrin. 

Indeed, it is quite possible that the unorthodox money 
policy of the United States, so roundly condemned by ex- 
perts in London, had worked definite benefit to the economic 
condition of Great Britain. For the two bright phenomena 
of her recovery were these: the steady relatively low level of 
prices translated into a steady relatively low level of wages, 
and a record of mounting industrial profits in 1933, 1934, 
and 1935 which surprised even the most optimistic. The 
devaluation of the dollar brought with it a considerable ap- 
preciation of the pound, with the result that sterling wages 
bought the same amount of imported American food in 
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spite of a general rise in the international commodity price 
level. And the purchase of raw materials, priced in the de- 
valued American dollar, could be effected by industry with 
less pounds, thereby insuring higher company profits on 
sales of the manufactured article. Except for transactions 
within the Empire, or with other members of the sterling 
group, Britain’s foreign trade left much to be desired. But 
on the whole her position was intrinsically strong, the cards 
she held for that long-looked-for stabilization conference 
were good cards, and she knew it. Coolly she watched de- 
velopments in the United States, and coolly she came to the 
conclusion that France would have to devalue, and the sooner 
the better. 

There were those in the United States who argued for 
speedy stabilization, believing that it must precede any ex- 
pansion of foreign trade as an essential condition of it. 
There was another school (and President Roosevelt in the 
days of the World Economic Conference was its most em- 
phatic spokesman) which held that the resumption of trade, 
accompanied by the removal of its barriers, had to come be- 
fore stabilization. For, they argued, the international gold 
standard, the only tried system of exchange equalization, 
had come into being to facilitate international business, and 
had become unworkable when business fell off during the 
depression from lack of purchasing power. Yet, oddly 
enough, 


the decline of trade had been further accelerated .. . 
by measures taken to preserve the gold standard... 
whose chief function was to promote trade! 


In trying to preserve the external value of a nation’s cur- 
rency—that is, in trying to eliminate the sale of that currency 
abroad as consideration for foreign goods purchased—it had 
been thought necessary to impose tariffs, quotas and em- 
bargoes, and behind tariff walls the manufacture of articles 
hitherto produced in other countries had developed, all as 
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the result of efforts to protect the machinery of foreign trans- 
actions. 

Clearly, as trade had gone off, the currencies had been de- 
moralized, and as the currencies had been demoralized, 
trade had declined still further. From the theoretical point 
of view, therefore, one might address oneself first either 
to the chicken or to the egg. But on the practical side, with 
such divergences as existed among nations concerning the 
time, method, and ratio of stabilization, the obvious thing 
to do without delay was to pursue recovery from the angle 
of trade; and, not by universal agreement on the grand 
scale between leading nations, but by a bit of hacking here 
and there, in a small way, to open up the international 
flow of goods, in the hope that more than a trickle of traffic 
would eventually work its way through the breach in the 
dam. 
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CHAPTER FIVE 
THE RESIDUUM OF FOREIGN DEBTS 


IN EVERY discussion of exchange stabilization, and in con- 
nection with every proposal to promote trade by direct agree- 
ments between governments, the post-war position of the 
United States as a creditor nation obtruded itself. In front 
of that dam which effectively blocked the normal flow of 
international trade lay débris from the war, the war debts— 
and débris from the boom, foreign bonds floated in fan- 
tastic amounts in the United States during the Belshazzar 
days. As Secretary Wallace so trenchantly stated in setting 
forth the many choices before the American people, it was 
not to be hoped that the United States could have her cake 
and eat it too.’ If foreign debtors were to maintain the serv- 
ice on their obligations held in the United States, then the 
money so remitted could serve only one primary interest, 
that of the bondholder; being exhausted in that way, the re- 
mittance could not be used a second time to purchase Amer- 
ican goods and thereby serve the interest of the producer. 

During 1934 and 1935 this lesson was spelled out in detail 
as part of the education of the United States in her creditor 
role. 


I. War DEBTs IN DEFAULT 


In April, 1933, Mr. Ramsay MacDonald, then Prime Min- 
ister of Great Britain, visited Washington on President 
Roosevelt's invitation and they discussed together the agenda 
for the World Economic Conference to be held in London 


*Henry A. Wallace, America Must Choose, published by Foreign Policy 
Association (World Affairs Pamphlets, No. 3). 
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in June. They agreed that the question of the final disposi- 
tion of the war debts should have no place in the forthcom- 
ing deliberations. It was surprising, therefore, that Mr. 
MacDonald, in his opening address as president of the con- 
ference, should have introduced the subject, suggesting that 
so long as this issue between debtor countries and the United 
States remained open, recovery would be held back. No 
doubt this was true; but the reference was resented in the 
United States, and many people felt that Senator Hiram 
Johnson put it none too strongly when he characterized this 
incident as “not only bad manners, but poor sportsmanship.” 
As it turned out, the problem of the war debts got settled 
to all intents and purposes fairly soon thereafter. It was not 
adjusted by the conference, nor by negotiation, but by the 
simple act of default. A clean and conscience-free default it 
was, precipitated by the Congress of the United States in one 
of its most unprofitable excursions into the field of foreign 


policy. 
1. The Johnson Act 


In the 1933 session of Congress Senator Johnson had in- 
troduced legislation designed to outlaw within the United 
States all bonds issued by foreign governments delinquent 
in their payments on war debts. The Senator had been one 
of the bitterest critics of American bankers who had floated 
foreign loans, and it was he who had been chiefly responsible 
for a Congressional investigation of the underwriting and 
marketing of these loans. Had his bill been adopted, the 
purchase or sale of hundreds of millions of dollars’ worth 
of securities within the United States would have been a 
crime punishable by heavy fine or imprisonment. On innu- 
merable bona fide American investors such a law would have 
worked great hardship, for the negotiability of their securi- 
ties would have been impaired, and they would have had to 
seek a market wherever they could find one abroad. Despite 
this patent injustice, the Senate Judiciary Committee reported 
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the bill favorably; but, thanks to the objections of the De- 
partment of State, it was dropped. It was not forgotten, how- 
ever; for at the next session, in January, 1934, it was placed 
first on the Senate calendar. 

In the meantime, the bill had been rendered much less 
drastic by amendments suggested by the Department of 
State, one of which eliminated securities already issued from 
the operation of the proposed law. These would still remain 
negotiable in the normal manner, and new loans would be 
permitted for the renewal or adjustment of existing debts. 
In its original form the bill would also have handicapped 
the Administration in its efforts to stimulate exports through 
the extension of credit by the newly-created Export-Import 
banks, but in this respect it was liberalized by an amend- 
ment exempting corporations in which the United States 
government had a controlling interest? In spite of these 
changes the bill was still severe, and still applied not only 
to the future issues of central governments in default on war- 
debt account, but also to new issues of their political sub- 
divisions and to organizations acting on their behalf. 

The bill in its amended form was passed by the Senate on 
January 11 without a record vote.* In the House it lay around 
for several weeks. But this inaction did not foreshadow dis- 
approval; for when the measure was finally brought to debate 
on April 4, little was said against it. Indeed, its restrictions 
were criticized as being too moderate, and certain of the 
more extreme members wanted the ban extended beyond 
those states which were in default on loans due to the Fed- 
eral government to include as well all governments in de- 
fault on any loans floated in the United States. In the end, 
the bill was accepted as it stood, and it was passed without 
a record vote.* It is true that President Roosevelt was away 
from Washington on a fishing cruise when the measure was 


* Cf. Chapter VI. 
® Congressional Record, Seventy-third Congress, Second Session, 425. 
* Ibid., 6193, 6195, 6200. 
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passed by the House; and this fact is sometimes mentioned 
by commentators as signifying something. But it would be 
hard to say what. For though the Johnson Bill had been a 
source of anxiety to the Department of State and the Treas- 
uty while it was pending in Congress, and though it virtually 
nullified, in the end, the Administration’s plans to develop 
trade with Russia and limited the much-desired expansion of 
export trade by its restrictions on foreign credits, President 
Roosevelt, without ado, and apparently without misgivings, 
affixed his signature to the bill on April 13. 

Early in the session several other bills dealing with the 
war debts had been introduced. They all petered out, but 
they amply attested the mood of Congress and its intention 
to penalize countries in default. Additional duties were to 
be imposed on imports from such countries;* the tariff on 
their exports of liquor to the United States was to be 
doubled;° defaulting natidns were to be subjected to special 
immigration restrictions.’ In the light of these abortive meas- 
ures, and in view of the debate which attended the passage 
of the Johnson Act, and above all, in view of its net results, 
this legislative spasm must be regarded more as an expres- 
sion of international ill-will than as a serious effort to induce 
debtor governments to meet their obligations. Good round 
cursing was believed to be good sound politics for home 
consumption. The slightest intimation from any important 
source that a revision of the debt settlement was desirable, 
even in the selfish interest of the United States, evoked bel- 
lows of rage from members of Congress. The final act was 
not so much a matter of legislation as a feat of vocal orches- 
tration. 

Like many other examples of intemperate language, the 
Johnson Act was difficult to translate into terms of practical 
meaning. Representatives of the governments possibly affected 


*H. R. 6167, introduced by Representative Knutson, Congressional Record, 
Seventy-third Congress, Second Session, 21. 

*H. R. 7555, introduced by Representative Fiesinger, Ibid., 1836. 

*H. R. 8223, introduced by Representative McFadden, Ibid., 3201. 
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by its provisions applied to the Department of State for an 
interpretation. The department, nonplussed, called upon the 
Attorney General for a definition of default under the act, 
and for a list of countries under the ban. The chief difficulty 
arose from the fact that, in accepting a “token” payment 
from Great Britain in June, 1933, President Roosevelt had 
stated that he personally “did not characterize the resultant 
situation as a default.” It now rested with the Attorney 
General to rule whether the President’s personal view had 
been incorporated into the act, or whether a citizen of the 
United States would find himself liable to punishment if he 
should lend money to a government which had recently 
made only token payments on account of its war debts. The 
Attorney General, in an opinion rendered on May 5, 1934, 
interpreted the act as not applying at the moment to such 
countries: they might still float securities in the United 
States; but the intimation was conveyed that unless remit- 
tances of current instalments were made in full on the next 
due date, June 15, the respite granted by the President would 
be ended and the prohibitions of the Johnson Act would 
begin to operate. 


2. The End of Token Payments 


Late in May, as the next due date approached, the De- 
partment of State sent notes to all debtor nations, informing 
them of the amounts payable on June 15, and also of the 
amounts previously due and still unpaid. The total June in- 
stalment was $174,652,180; arrears amounted to $304,155,- 
582; the grand total was $478,807,762. 

The war debtors fell into three groups. One country, Fin- 
land, had paid all maturing obligations in full, six countries 
had made only partial or token payments since the Hoover 
Moratorium,® and eight others since then had made no pay- 


* Czechoslovakia, Great Britain, Italy, Latvia, Lithuania, Rumania. Of 
these countries all but Rumania had made full payment on one of their post- 
moratorium instalments—the one falling due on December 15, 1932. 
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ments at all.® With the Johnson Act token payments ended. 
The sole reason for making them had been the desire of 
some of the debtor nations to avoid the stigma of default, 
and since they could no longer do this by remitting small 
portions of the debt as tokens, they now elected to pay noth- 
ing. In consequence, the Treasury received only $166,538— 
the whole sum due from Finland—or less than one-tenth of 
I per cent of the June instalment, and less than one twenty- 
fifth of x per cent of the total amount, including arrears, 
then owing. 

On June 15 and December 15, 1933, the Treasury had 
received in round figures 11 millions and 9 millions re- 
spectively, or 20 millions for the year. The difference be- 
tween $166,538 and $20,000,000 is sometimes cited as the 
cost to the Treasury of the Johnson Act during its first 
year. This is probably so; for while there was no definite 
assurance, of course, that the war debtors would have con- 
tinued to remit on the 1933 scale if this statute had not been 
enacted, it is a pertinent fact that with the exception of 
Lithuania, all governments which had made token payments 
in 1933 cited the Johnson Act as a reason for not making 
them in 1934.?° 

In addition to Great Britain there were five states which, 
under the Attorney General’s ruling, were not in default 
prior to June 15, 1934—Czechoslovakia, Finland, Italy, Lat- 
via, and Lithuania. The Italian government stated that it 
had been prepared to make another token payment until “‘a 

® Austria, Belgium, Estonia, France, Greece, Hungary, Poland, Yugoslavia. 

*” As the following table shows, receipts from the war debts since the 


expiration of the Hoover Moratorium had been steadily dwindling even 
before the passage of Senator Johnson’s bill: 


(In millions of dollars) 

Date Amount Due Amount Paid Percentage Paid 
December 15, 1932........... 123.8 98.7 79.9 
pS ery eee 143.6 11.4 7-9 
December 15, 1933........+-. 1§2.9 8.9 5.8 
py ee rrrercty re 174.7 0.17 0.1 
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law recently enacted” had made it clear that anything less 
than full payment would be a default." Czechoslovakia like- 
wise found that token payments under the new legislation 
had lost their “symbolic and practical meaning.”?* If the 
token countries were suspending all payments, there was no 
logical reason to expect that debtors who had paid nothing 
since the Hoover Moratorium would resume. However, in 
France, when the question came before the Cabinet, nine Min- 
isters voted in favor of acknowledging the debt with a partial 
payment, and at the behest of M. Herriot, the Minister of 
State, a special communiqué was issued citing this action of 
a minority of the Cabinet.” 

Finland's action in paying in full drew special recognition 
from Secretary Hull. He commended her steadfastness and 
her “valuable and timely example” in a period “when con- 
tractual obligations have been widely disregarded or are too 
easily subordinated to considerations of brief expediency, 
and to a degree which threatens one of the most important 
bases of human relations.’’"* In the United States there was 
much unfavorable comparison of the action of the more im- 
portant debtors with that of “brave little Finland.” But it 
is no detraction from Finland’s good record to point out 
that she was in a specially favored position to meet her ob- 
ligations. In the first place, the amount of $166,538 due on 
the debt was small, absolutely and relatively. In the second 
place, the payment created no transfer difficulties because 
Finland’s balance of trade with the United States and with 
the rest of the world was favorable. In 1933 Finland’s ex- 
ports to the United States exceeded her imports from this 
country by $5,453,346. This was more than thirty times the 


™ Department of State Press Release, June 16, 1934. 

9 Ibid. 

*™M. Herriot, as Premier, had led an unsuccessful fight for the resumption 
of payments after the expiration of the moratorium in 1932. On this issue 
his Ministry had been overthrown. 

“Department of State Press Release, July 7, 1934. 
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amount of her debt payment. No other war debtor had a 
favorable balance of trade with the United States. 


3. Effects of the Johnson Act 


Apart from its effect upon token remittances, the practical 
results of the Johnson Act were two. First, it prevented the 
lending of American funds abroad to a certain group of coun- 
tries, many of which, judged from the commercial point of 
view, were entirely creditworthy. In this sense the Johnson 
Act, like much of the New Deal legislation related to finance, 
was vindictive—directed against bankers, whether govern- 
ment officials or private, who had held out false promises to 
the investor, whether that investor were the United States 
government receiving the paper of other governments at war, 
or the private citizen buying the stock of an overcapitalized 
company. So, too, it was paternalistic—aimed to protect the 
investor from exploitation—the theory being that if such 
countries were prepared to default on war debts they would 
be equally prepared, in difficulties, to let their private obliga- 
tions go by the board. 

The second and more far-reaching effect of the act was 
to destroy, probably for good and all, the will of the war 
debtors to pay. It is scarcely conceivable that any member of 
either house of Congress entertained the idea that any one 
of the more substantial war debtors would or could pay in 
full on June 15, 1934. Default, therefore, was thrust upon 
those countries by the intemperate action of Congress. Shy- 
lock, in the story, had laid down impossible conditions: as 
Portia explained with all the punctilio of a diplomatic com- 
munication, he could not collect according to the terms of 
the bond. Overreaching, he got nothing. Nor is it recorded 
that Antonio, feeling badly about this, went around later and 
tried to pay something on account. At the World Economic 
Conference, following Mr. Ramsay MacDonald’s unfortunate 
opening reference to the war debts, General Smuts added a 
supporting word. The work begun at Lausanne, he said, 
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should be completed. There German reparations had been 
virtually written off and the responsibility had been placed 
where, in his opinion, ‘‘it rightly belonged—on the shoulders 
of the United States.” It was on June 12, 1933, that he spoke: 
a year and three days later, by an act of almost universal 
default, Lausanne saw its labors crowned. 

No doubt the war debts were fated to come to some such 
inglorious end as this. Ever since the depression set in and 
it became obvious to others than members of Congress that 
the charges could not be met in full much longer, ideas of 
compromise were formulated and, on occasion, were ex- 
changed between the United States and other governments. 
What tentative concessions were made by the creditor in 
these exploratory negotiations are not positively known; but 
it is safe to say that the United States officials were never 
given by the representatives of the debtors any proposal of 
final settlement which they would have dared to submit to 
Congress for acceptance. Per contra, the utmost concessions 
that the United States might have been prepared to make 
in readjustment were so meager that debtor representatives 
thought it worse than futile to mention them to their people. 
The obligations could not be met in full. They could not be 
reduced by negotiation. It would seem, therefore, that de- 
fault was inevitable. As for such an argument as that which 
British delegates made at the Chamber of Commerce in 
Paris—that the debtors would have to know what payment 
they must continue to make before they could agree to stabi- 
lize—the answer really is not difficult. The debtors will 
eventually have to make whatever payment they themselves 
wish to make. They can name their own figure. They can 
take that hypothetical figure and begin to reckon it into 
the international balances. The drain on them will not be any 
greater than this. Perhaps it will be less; for Congress in 
the mood of the Johnson Act is quite likely to prefer the 
sadistic pleasure of keeping half a dozen nations in per- 
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petual default to the mere sum of a few hundred million 
dollars in settlement. 

So long as the war debts operated as a current charge on 
foreign governments and foreign individuals, they contami- 
nated the attitude of those thus burdened toward the United 
States. Many very hard things were said. Now that the in- 
cidence has been transferred to the shoulders of American 


taxpayers, as it was transferred by default, the virus runs 
the other way. 


4. The Debate with Great Britain 


On June 4, 1934, the British Ambassador informed the 
Department of State that his government would suspend 
further payments on war-debt account until it became pos- 
sible to discuss an ultimate settlement with a reasonable 
prospect of agreement. The note was well drafted and set 
forth the British case in full. The difficulties of transfer, 
which had been cited in 1933 as the main reason for paying 
only in part, were now subordinated to the general thesis 
that the payments imposed a burden “both unreasonable in 
itself and inequitable in relation to the treatment accorded 
to other countries.” 

The chief arguments, epitomized, were as follows: 

1. Although Great Britain had paid 2,025 millions against 
an original debt of 4,277 millions, the amount still outstand- 
ing on June 15, 1934, was 4,714 millions. Other European 
governments had borrowed 5,773 millions from the United 
States, and they had repaid only 679 millions.’® 

2. The British government had lent 7,800 millions to its 
Allies. It had turned over to the United States every penny 
that it had received back from them, together with almost 
as much again from its own resources. 


* Department of State Press Release, June 4, 1934. Cf. also Appendix V 
(a), which shows that Great Britain was not alone in owing. more in 1934- 
1935 than the original amount of the loan, in spite of payments made dur- 
ing the interim. The slight variations between the figures in the Appendix 
and those here given are due to computations at different dates. 
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3. Payments to Great Britain by her war Allies had now 
been suspended in the hope that this would lead to a gen- 
eral revision of the debts and promote world recovery. 

4. Since the war debts were neither productive nor self- 
liquidating, the unnatural transfers required for their dis- 
charge would upset normal exchange and credit transactions. 
Moreover, the inevitable appreciation of dollars when bought 
with sterling “would not be consistent with the monetary 
policy of the United States government.” 

5. As a result of “recent legislation” by Congress, the 
British government faced the choice of two alternatives— 
either to remit the full amount of 262 millions representing 
the June instalment and deferred payments, or to suspend all 
payments pending a final revision of the debt agreement. 
Resumption in full, with renewed demands on Great Brit- 
ain’s war debtors, would “postpone indefinitely the chance 
of world recovery.” The British government was therefore 
reluctantly compelled to take the second course. There was 
no intention, however, to repudiate. The government was 
prepared to resume discussions whenever the President 
thought that they would produce results of value. 

The note presented a strong case, but there were inaccu- 
rate assumptions in its premises which tended to weaken its 
conclusions. Secretary Hull addressed himself to these as- 
sumptions in his reply of June 12.7° 

1. With regard to the amount to be paid, no such figure 
as 262 million dollars was involved. Great Britain would 
need to remit only 86 millions, the amount of the instalment 
falling due on June 15, in order to avoid default. 

2. The fact that the British government had surrendered 
claims to large sums due from its war Allies could in no wise 
alter the status of its obligations to the United States. (Mr. 
Hull’s argument was valid, but it put a strained construc- 
tion on the note, which had merely pointed out that in- 
ability to pay in full, not as a matter of law but as a matter 


* Department of State Press Release, June 12, 1934. 
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of fact, arose out of inability to collect from Britain’s own 
debtors.) ** 

3. Finally, Mr. Hull took exception to the intimation that 
there would be no further payments until the British govern- 
ment could be assured of a settlement satisfactory to itself. 
Such a settlement he characterized rather severely as ‘‘not 
necessarily in accordance with any accepted standards of 
payment,” and he informed the British Ambassador, in effect, 
that it was useless to resume discussions on this premise. 


5. Proposal for Payments in Kind 


Apparently hoping to keep the door open for further 
negotiations, Mr. Hull pointed out that no proposals had 
ever been made by the British government with a view to 
payments in kind “‘to an extent that might be found mu- 
tually practicable and agreeable.” This suggestion aroused 
keen but short-lived interest in both Great Britain and the 
United States. In London the proposal was welcomed in 
so far as it implied an official recognition by the United 
States of transfer difficulties, but doubts were expressed as 
to its practicability.* In the United States the reaction was 
generally unfavorable. Agricultural and industrial interests 
were vaguely apprehensive of new competition from foreign 
goods tendered as debt payments. Even Administration lead- 
ers in Congress were lukewarm to the proposal.” Mr. 
Roosevelt hastened to assure the country that there was no 
intention to open the American markets to indiscriminate 
foreign competition and that only small paymencs in kind 
were contemplated. The Department of State likewise cov- 
ered its retreat with explanations. It was said that too much 
importance had been attached to the suggestion. Its main pur- 
pose was not to provide an entirely new basis of settlement, 
but to remind the debtors that they had not explored all the 


™ For a full statement of the British position on this question, cf. Depart- 
ment of State Press Release, June 27, 1934. 

% New York Times, June 13, 14, 1934. 

* Ibid. 
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possibilities of payment.” It was also stated informally at 
the department that a broader object in suggesting payments 
in kind was to start discussions among the debtors which 
might lead to efforts to release international trade from some 
of its fetters; for the United States had taken the initiative 
in this direction with its Trade Agreements Act, and was 
seeking by every practicable diplomatic method to stimulate 
corresponding interest among other important commercial 
nations. 

As a mode of escape from the transfer problem, payments 
in kind would have proved ineffective. The Allied govern- 
ments had found this out when they accepted deliveries in 
kind from Germany in part payment of reparations. This 
point was emphasized in the British reply to Mr. Hull’s pro- 
posal.”* The note quoted the statement of the Dawes Com- 
mittee of 1924 that “in their final effects deliveries in kind 
are not distinguishable from cash payments,” and it further 
declared that all the economic objections to cash payments 
were equally applicable to deliveries in kind, unless the de- 
liveries were of indigenous products of the debtor country 
or represented a surplus over and above the goods taken 
from the debtor country in the course of trade. The diplo- 
matic debate was closed with a deft suggestion from London 
that discussion of a final settlement be postponed until con- 
ditions had become sufficiently normal to offer better pros- 
pects of an agreement. 

The British government set forth its case extensively be- 
cause it evidently wished to present to the world convincing 
reasons for its default. By limiting its counter arguments to 
a few of the major points raised in the British notes, the 
Department of State, perhaps intentionally and perhaps 
wisely, avoided a general discussion of the issues which 
would have led to no practical result. Thus no mention was 
made of the fact that the burden of the war debts on Great 


® New York Times, June 15, 1934. 
"Department of State Press Release, June 27, 1934. 
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Britain had been reduced by 40 per cent through the de- 
valuation of the dollar. The Department of State also re- 
frained from reminding the British government that, while 
emphasizing its slender receipts from the Allied debtors in 
the past, it had apparently overlooked its former substantial 
receipts from Germany. Lastly, the United States govern- 
ment did not review in any form those considerations which 
weigh so importantly in the minds of the American people, 
and make many of them still believe that, however profitless 
the tactics of their own officials may have been in this blood- 
less struggle over the war debts, their attitude of mind 
throughout has been justifiable. For (it will be maintained 
for years to come) the United States entered the international 
syndicate to defeat Germany at a moment when the syndicate 
was virtually bankrupt from the military and financial point 
of view. Certain of the industries of the United States ex- 
perienced a war-time prosperity, but so did industries of the 
Allied powers. The Allied powers spent billions of dollars 
on the strength of their own credit, and their people assumed 
the burden of that debt for generations ahead: so did the 
people of the United States. The syndicate survived. Among 
its members the equity of the enterprise was carved up— 
mandates in Asia, Africa, and the South Seas, merchant 
marine tonnage, territory on the Continent, reparations for 
what they might be worth. In the division of the equity the 
United States took no part, and wished to have none; but 
it did expect in all decency and in harmony with all prin- 
ciples of fair dealing, to get back moneys advanced to the 
syndicate in extremis which enabled it to survive and made 
possible the post-war division of the spoils. 

There is no intention here to strike a final balance of the 
issues involved in the war-debts question, but merely to 
mention certain aspects which were not touched upon in 
the exchange of notes between debtor and creditor nations 
in 1934. Unfortunately, because the British government 
argued its case (and the case of other war debtors) at such 
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length in diplomatic correspondence at the time of the de- 
fault, the dispute on its face seemed to lie between Great 
Britain and the United States. The truth is, of course, that 
the British record, compared with that of other principal 
debtor nations, ranks relatively high. No other government 
assumed such heavy burdens or made such efforts to dis- 
charge them. 


6. Debt Negotiations with the Soviet Union 


At the other extreme stood the Soviet Union. When the 
United States recognized its government on November 16, 
1933, the question of a debt settlement was left for later 
treatment.** The Russian war debt, representing advances 
to the Kerensky government after the entrance of the United 
States into the World War, amounted to 188 million dol- 
lars. Private claims of American citizens for losses on capital 
invested in Russia and for other items were estimated at 
approximately 400 millions. Discussions of Russia’s indebted- 
ness to the United States were begun in Moscow by Am- 
bassador Bullitt and the Soviet authorities early in 1934. 
The amount due the United States government was rela- 
tively small, but it was hedged about with so many political 
considerations that negotiations proved to be extremely difh- 
cult. : 

The Johnson Act added new complications. After the pas- 
sage of that measure one of the questions submitted to the 
Attorney General by the Secretary of State in order to obtain 
a clarification of its provisions was whether the Soviet gov- 
ernment should be considered in default, (1) as the successor 
to prior governments in Russia, and (2) at a time when 
negotiations were under way with a view to determining 
what the Soviet government actually owed. The Attorney 
General’s answer was in the affirmative for both cases: the 
Soviet government was deemed to have inherited the debt of 
its predecessors, and the mere fact that negotiations were 


= Cf. The United States in World Affairs, 1933, 244. 
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pending did not overcome an existing default. The ruling 
that one government could be in default to another which 
had declined to recognize it was said to have been resented 
at the Kremlin.** In any event, the Soviet government late 
in May, 1934, rejected the American proposals for a debt 
settlement, and about two months later negotiations were 
transferred to Washington. Discussions began there late in 
July and continued through August and September without 
any appreciable result.”® 

Though this affair was conducted in secrecy, some of 
the difficulties encountered were matters of common knowl- 
edge. A considerable part of the American loan had been 
used to aid the military campaigns of the counter-revolu- 
tionary leaders in Russia and Siberia against the newly estab- 
lished Soviet régime. This was generally known in Russia, 
and at least one Soviet newspaper had taken the view that 
the laboring masses should not pay for the shrapnel by which 
their comrades had been shot.7* Acknowledgment of this 
obligation would have been unpopular in Russia unless it 
were balanced by other distinctly advantageous arrangements, 
such as a new loan. In its debt negotiations with the United 
States the Soviet government had therefore persistently 
sought to make any settlement contingent upon a grant of 
new credits. It had tried the same gambit unsuccessfully 
with France in 1927 and with Great Britain in 1929.7" For 
new credits were needed by the Soviet régime for the 
furtherance of its industrial program. While the Johnson 
Act did not prohibit loans by federal government agencies 
to countries in default, the Export-Import Bank of Washing- 
ton, which was the special federal agency for such loans, 


*® Department of State Press Release, May 5, 12, 1934. 

% New York Herald Tribune, May 29, 1934. 

* Department of State Press Releases, July 21, August 18, September 
8, 22, 1934. 

* Vera Micheles Dean, “The Outlook for Soviet-American Trade,” For- 
eign Policy Reports, X, 140 ff., August 1, 1934. 

™ The United States and the Soviet Union, 101. (A report prepared for 
the Committee on Russian-American Relations of the American Foundation.) 
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had decided to extend no credits to the Soviet government 
until a satisfactory adjustment of its indebtedness both to the 
United States government and to American citizens had been 
made.** Any plan which Moscow may have had to offset 
the acknowledgment of an unpopular debt by linking it with 
a grant of credit was thus effectively blocked. 

Still another obstacle to debt settlement with the United 
States appeared in the contingent claims of the European 
creditors of the Soviet government. Of the war loans granted 
to Russia, Great Britain held 70 per cent, France 19 per cent, 
and the United States only 7 per cent.” The Soviet Union 
could hardly have made the United States a favored creditor, 
since Great Britain and France would have insisted on equal 
treatment. Germany, too, might have revived old scores. By 
the treaty of Rapallo in 1922 she had waived all war claims 
on the Soviet Union on condition that this government did 
not “satisfy claims for compensation of a similar nature 
made by a third party.” 

The Soviet indebtedness thus presented the negotiators 
with a series of puzzles. Their solution would have been 
difficult enough even if relations between the two countries 
had been consistently cordial. But the rapprochement of 
November, 1933, proved to be short-lived. The situation im- 
proved somewhat with the conclusion of a trade pact in July, 
1935; but in August it was again clouded by official charges 
from Washington of interference by the Communist Inter- 
national in the internal affairs of the United States,®° and the 
prospects of a final debt agreement seemed as remote as ever. 


II. FOREIGN DOLLAR BONDS IN DEFAULT 


Foreign bonds originally offered to the American public 
and payable in dollars, fall naturally into two groups—those 
issued or guaranteed by governments or subdivisions thereof 


* Cf. Chapter VI. 
* Pasvolsky and Moulton, Russian Debts and Russian Reconstruction, 22. 
* Cf. Chapter VI. 
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and those issued by private corporations. The second group 
of obligations does not lie within the purview of this book. 
The first one does. On December 31, 1934, there were out- 
standing approximately 5,500 million dollars in principal 
amount of such obligations, 64.9 per cent being honored in 
full as to interest and sinking-fund requirements, and 35.1 
per cent being in default. Their nominal dollar value and 
geographical distribution were as follows:** 


Outstanding In Default Percentage 
CRON. oc 5 secs $1 775,905,000 $ 1,480,050 .08 
| ee I ,§90,499 ,000 629,729,800 40.2 
Latin America.. 1,564,116,860 1 ,284,736,500 82.1 
| See 538,614,300 5 » 00,000 1.0 





$5 ,469,085,190 $1,921, 446,350 35-1 
1. The German Problem 


In 1934 the United States government for the first time 
became concerned over debts due to its citizens from an 
important European country. European governmental or 
quasi-governmental bonds publicly owned in the United 
States and then in default amounted to about 630 millions, 
and of these 357 millions, or 57 per cent, were German. 
Ordinarily, the United States government does not support 
the claims of its citizens against foreign debtors. It will, 
however, endeavor to protect them against unfair treatment, 
in particular against discrimination in favor of other credi- 
tors. Discrimination by the German government during 1934 
and 1935 led to a series of sharp representations by Wash- 
ington and placed the German obligations sold to private 
American investors on diplomatic parity with the war debts. 

The first German moratorium, dated June 9, 1933, applied 
to all public and private debts except short-term obligations 
running to foreign banking institutions, which were covered 
by “standstill” agreements. This inclusive decree was modi- 


“Foreign Bondholders’ Protective Council, Inc., Annual Report, 1934, 
218. 
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fied shortly afterwards so as to release from its operation 
the Dawes Plan loan of 1924 and the Young Plan loan of 
1930, and to provide for the payment of 75 per cent of the 
interest on other loans through a complicated arrangement 
involving the use of scrip. In December, 1933, a committee 
of Germany's creditors from various countries conferred in 
Berlin with officials of the Reichsbank and urged that the 
moratorium be terminated at the end of the year. Instead, 
the German government extended it through the first half 
of 1934. But that was not all: the proportion of interest to 
be paid on German bonds was to be reduced from 75 per cent 
to 65 per cent. 

Not only had Germany scaled down her debt remittances 
arbitrarily, but she had also discriminated among her cred- 
itors; for when the moratorium was proclaimed in June, 
1933, the Netherlands and Switzerland threatened to retali- 
ate by impounding German balances arising out of the 
Reich’s favorable balance of trade with them; whereupon 
the German authorities agreed that Dutch and Swiss bond- 
holders should be paid full interest in return for certain 
commercial concessions by their governments. 


2. Subsidizing Exports 


This favored treatment caused the American and British 
governments to make strong representations at Berlin. The 
American Ambassador was instructed to ask for detailed in- 
formation concerning the amount of German funds which 
had been used in the repurchase of German securities in the 
United States;** for the buying of German securities abroad 
at greatly depreciated prices was one of the methods by 
which the German government had created funds to sub- 
sidize exports and thus enable German producers to under- 
sell their competitors abroad. Another method of subsidy 
was developed under the moratorium through the issue of 
government scrip in part payment of interest on German 

"Department of State Press Release, January 6, 1934. 
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external obligations. Both methods are worth brief examina- 
tion as illustrating the complications of international trade 
and the ingenious ways which were devised to surmount 
them. 

During 1934 most German dollar bonds were selling in 
the American market at around 40 per cent of their principal 
amount. Because of the devaluation of the dollar, German 
dealers could buy them up at an even lower discount in their 
own currency, and they could resell them at a profit to the 
Reichsbank, which in turn would make another profit against 
the face value of the securities. These “profits” produced a 
fund for stimulating “‘additional exports.” The fund was in- 
creased by paying part’of the interest on external debts with 
scrip, for though this scrip could be cashed in Germany at its 
full face value, it could be acquired from foreign creditors 
at rates ranging variously from 40 to 65 per cent of parity. 
The reacquired scrip was sold by the Gold Discount Bank, a 
subsidiary of the Reichsbank, to accredited exporters who 
could exchange it at its par value for ordinary currency. The 
profit derived from this exchange would offset the losses in- 
curred by German exporters in selling their goods at prices 
low enough to overcome the handicap of depreciated curren- 
cies and high tariff barriers in other countries. The amount of 
the subsidy depended in each case on the obstacles to be 
overcome and the authorities were careful to limit it to a sum 
which would just enable the exporter to obtain the desired 
foreign orders. It was estimated that about 20 per cent of 
Germany's exports were assisted by these methods in 1933, 
and about 40 per cent in 1934.8 

Arguments were adduced to prove that American in- 
vestors were benefited by these arrangements, in that Ger- 
man repurchases of bonds helped to sustain the market: but 
these arguments did not explain why American creditors 
should receive only 75 cents interest on the dollar, while 
other creditors were receiving 100 cents. Accordingly, Dr. 

* Frankfurter Zeitung, July 22, 1934. 
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Schacht, the German Finance Minister, advanced the view 
that Germany could pay only in proportion as her creditors 
bought her goods. Because her trade balance with the United 
States was unfavorable, she could make only partial pay- 
ments on American debts while paying in full on certain 
others.** The authorities in Washington were not impressed. 
On January 22, 1934, President Roosevelt invited Dr. Hans 
Luther, the German Ambassador, to the White House and 
bluntly requested that American bondholders be given the 
same treatment as the creditors of other nations, pointing out 
to him that the German explanations were inadequate inas- 
much as they overlooked remittances and tourist expendi- 
tures in Germany.*° Perhaps because of this unusual protest 
Dr. Schacht invited representatives of the creditors to meet 
in Berlin during the last week in January. They met and 
they compromised with him. A portion of the interest would 
still be paid in scrip, but it was to be redeemed at a rate 
which would yield the creditors 76.9 per cent of the full 
value of their claims, in place of the previous 75 per cent 
and the recently proposed 65 per cent. 

Yet the agreement had hardly been concluded before the 
government-controlled German press, presumably in prepara- 
tion for the April conference, launched a campaign for a 
general reduction in the interest rates on foreign obligations. 
In this Dr. Schacht himself soon joined. Of the so-called 
commercial loans to Germany, he said, 10,300 million 
reichsmarks never found their way into German business, 
but were employed in paying reparations. “When you add 
the interest we have paid on that amount since 1924,” he 
continued, “when you take into consideration further that 
our debt abroad now totals only 15,000 million marks, you 
can see that Germany's total present foreign debt corre- 
sponds exactly with its political origin, whereas all indebted- 

“ Frankfurter Zeitung, Januaty 9, 1934; New York Times, January 25, 


1934. 
Department of State Press Release, January 27, 1934. 
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ness which has been used not for reparations but for German 
industry has been paid back in full.’’** 


3. The Berlin Conference 


This development was sufficiently disconcerting. With the 
aim of presenting a united front at the forthcoming confer- 
ence, representatives of Germany's creditors held a prelimi- 
nary meeting at Basle from April 6 to April 11. They reached 
the decision that German debtors were fully able to pay and 
that since the only difficulties were those of transferring 
payments, no proposal for a permanent conversion or re- 
adjustment of the debt would be considered.*” 

The conference convened on April 27 and was in session 
for thirty-two days. The representatives of the six creditor 
nations*® found it difficult to agree among themselves, but 
they united to reject the proposals first presented to them 
by the Germans. A long blank period then ensued, and it was 
only after a month’s talk and after the American delegates 
had decided to withdraw and take the next steamer for the 
United States that the Germans presented a formula which 
seemed to offer some basis for an eventual agreement. Hold- 
ers of the so-called non-Reich bonds*® were to have the choice 
of two methods of receiving payment during the twelve 
months ending June 30, 1935. Either (1) 40 per cent of the 
face value of the coupons in cash, which would be payable 
six months after the due date and would be guaranteed 
against transfer restrictions; or (2) in lieu of cash payment, 
a ten-year 3-per-cent bond payable in currency of the country 
where the original bond was issued. The Reichsbank also 
undertook to restrict the repurchase of external bonds and 


"New York Times, March 17, 1934; Frankfurter Zeitung, March 18, 
1934. 

™ New York Times, April 12, May 7, 1934. 

®The nations represented were France, Great Britain, the Netherlands, 
Sweden, Switzerland, and the United States. The representation was not 
official. 

* That is, bonds other than the Dawes and Young Plan issues, which 
were excluded from the conference agenda. 
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agreed to advance no foreign exchange for this purpose.*° 
The Netherlands and Swiss delegations withheld their ap- 
proval; the British, French and Swedish accepted with 
qualifications, and the Americans reserved freedom of action 
pending submission of the offer to their own bondholders.** 


4. A New Moratorium 


It mattered little whether anybody accepted the German 
offer or not; for on June 14, 1934, all the creditor govern- 
ments were notified by Berlin of “unavoidable suspension of 
the service of the medium-term and long-term foreign 
loans.’*? The work of the Berlin conference had gone for 
nothing. And what was worse, the Dawes and Young Plan 
loans, which would not have been affected by the proceedings 
at the conference, were included in the new moratorium. 

The announcement was accompanied by an elaborate state- 
ment of Germany's reasons for taking this action, but this 
added nothing new to what Dr. Schacht had already said in 
his numerous discussions of the debt problem. Except per- 
haps this: that the Dawes and Young Plan loans were now 
included in the moratorium because their service required 
the transfer of 80 million reichsmarks. Moreover, it was 
claimed that the interest rates on these loans, though nomi- 
nally 7 and 514 per cent, really amounted, when adjusted 
for the decline of prices since their flotation, to 9.80 and 
7-88 per cent respectively—a level which could result only 
in “injustice.” It was stated, however, that the amount re- 
quired for service on these loans would be deposited regu- 
larly in the Reichsbank pending an improvement in the 
German foreign exchange balance. 

The moratorium evoked protests from the governments of 
the creditor countries and from the Bank for International 
Settlements, which acted as trustee for the Young Plan loan. 


© Frankfurter Zeitung, May 31, 1934. 
“Times (London), New York Times, May 30, 1934. 
“Department of State Press Release, June 15, 1934. 
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British Cabinet Ministers immediately informed the House 
of Commons and also the German Ambassador that if a sat- 
isfactory arrangement assuring fair treatment for British 
bondholders were not effected before July 1, 1934, legisla- 
tion would be sought for setting up a clearing-office to im- 
pound German credit balances for their benefit.“* The French 
Minister of Finance announced that protective measures 
would be taken in a short time.** The United States, how- 
ever, was not indebted to Germany on its trade balance, and 
the Department of State could only “protest formally and 
energetically” and warn that “the government of the United 
States would view with disapproval developments under 
which its investors receive poorer treatment than investors in 
other countries.’’*5 

In the meantime, the European creditor nations busied 
themselves and entered into special arrangements with Ger- 
many to protect the interests of their nationals. The British 
enacted an exchange clearing bill to impound German bal- 
ances held in England, but waived its operation when the 
German government on July 4 conceded them full payment 
of interest on Dawes and Young loans and 4o per cent of 
the amount due on other loans. On July 26 Switzerland con- 
cluded a financial agreement providing for interest payments 
at the rate of 414 per cent and for employing the remainder 
still due in reducing the principal of the debt. On July 28 
France concluded a new commercial treaty with Germany 
which assured payment to French holders of Dawes and 
Young Plan bonds in 1934. On August 30 and 31 Germany 
signed agreements with Sweden and the Netherlands under 
which interest on their bonds was to be paid in full and par- 
tial payments were to be made on certain other obligations. 
During September arrangements were also made with Bel- 


* Parliamentary Debates, House of Commons, CCXC, 2044, June 15, 1934. 
“Le Temps, June 16, 1934. 
“Department of State Press Release, June 23, 1934. 
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gium and Italy for payment of interest on the Dawes and 
Young Plan loans.*® 
That the European debtors held trump cards in the game 
of default and reprisal is shown by the following figures of 
German foreign trade for 1933 and for the first quarter of 
1934: 
Germany's Excess or Exports To Various CouNTRIES 


(In millions of reichsmarks) 
Full Year Jan.—Mar. Jan.—Mar. 


1933 1933 1934 
Pn Vers kemnpaete 211.0 57-5 34.4 
Great Britain........ 167.2 31.6 38.3 
Netherlands......... 380.8 80.2 75-6 
Switzerland.......... 2.69.9 61.9 51.0 
Ns icin sx wip 88.5 16.3 23.0 


The large external balances acquired by Germany in her 
trade with the Netherlands and Switzerland are an ample 
explanation of the favored treatment accorded to holders of 
German bonds in those countries. In the case of Germany’s 
trade with the United States the situation was wholly differ- 
ent. Her excess of imports from the United States was re- 
ported at 236.9 million reichsmarks in 1933 and 80.6 
million reichsmarks for the first quarter of 1934.*7 On an 
exchange of merchandise the United States owed Germany 
nothing on balance and thus did not possess the financial 
weapon which other and smaller creditors were able to wield. 

For lack of anything more effective, the United States 
government could only cable to Berlin and hope that force- 
ful language would produce results. The note of June 27, 
1934, in answer to the German statement on debts issued in 
the same month, was regarded as one of the sharpest that 
the Department of State had ever addressed to a great power 


“The Economist (London), CXIX, 222, August 4, 1934; New York 
Times, July 28, August 31, 1934; Frankfurter Zeitung, September 30, 1934. 
“The corresponding figures from the United States Department of Com- 
merce showed that exports to Germany exceeded imports from Germany by 
61.8 million dollars in 1933 and by 24.9 millions in the first quarter of 1934. 
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in time of peace.** Secretary Hull denied that the American 
loans to Germany were “political”; they were made “in 
accordance with loan contracts and arrangements which 
stated that the proceeds were to be applied for productive 
purposes.” The capital thus provided had been an indis- 
pensable element in the vigorous recovery of Germany 
from the economic collapse of 1923. The borrowing had 
been done voluntarily by “a mature industrial and trading 
state” fully aware from past experience “of the dangers 
incident to disturbances in the capital market in the event of 
loss of confidence in its affairs.” The assumption that Ger- 
many’s obligations to pay varied with the willingness of her 
creditors to buy her goods was rejected by Mr. Hull on both 
legal and economic grounds. Nor did “a mere display of its 
depleted balances” prove that the German government had 
made every effort to meet its obligations. Indeed, the govern- 
ment itself appeared to be largely responsible for the low 
state of the Reichsbank’s monetary reserves. With the boy- 
cott of German goods in mind, Mr. Hull reminded the Reich 
that it was no doubt aware that its policies had “created 
opposition in many parts of the world, which had expressed 
itself in various trade conflicts and the probable reduction 
of Germany's capacity to transfer.” 

On October 10, 1934, after Germany had negotiated and 
concluded special arrangements with seven countries for 
service on the loan, Ambassador Dodd protested in Berlin 
against the implied discrimination and inquired specifically 
concerning Germany's plans for payment of the American 
share of interest on the Dawes loan, which would become 
due within five days.*® Two days later the German Ambas- 
sador in Washington announced that 50 per cent of the 
interest on this loan would be paid in cash and 50 per cent 
in reichsmarks.” 


“Cf. Department of State Press Release, June 27, 1934. 
” Ibid., October 13, 1934. 
© New York Times, October 13, 1934. 
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On October 13, the day when the announcement of the 
default on the Dawes loan appeared in the newspapers, Am- 
bassador Luther called at the Department of State and left 
a memorandum announcing the intention of his government 
to terminate the most-favored-nation clause in its commer- 
cial treaty with the United States," but the Department of 
State was much more concerned with the discrimination 
against American investors which had resulted from Ger- 
man financial policy. Thus on November 23 Secretary Hull 
reinforced his indictment of this policy, in so far as it af- 
fected the United States, by submitting to the German gov- 
ernment a memorandum citing five specific instances of 
discrimination. An enumeration of these protested acts forms 
a convenient résumé of the German debt problem. 

1. On non-Reich bonds the Reichsbank had promised to 
pay 76.9 per cent of the coupons maturing in the first six 
months of 1934. In Switzerland and the Netherlands, how- 
ever, bondholders were paid roo per cent. In other countries 
except the United States the original arrangements were 
carried out. In the United States the procedure for paying 
part of the interest with scrip was not effective because of 
the failure of the German government to complete the neces- 
sary technical arrangements.” 

2. The offer of the Reichsbank of May 29, 1934, with 
respect to payments due after July 1, had never been put 
into effect in the United States, while holders of non-Reich 
bonds in most, if not all, creditor countries had obtained 
better terms than those offered to the United States. 

3. In all countries in which the Dawes loan was floated, 
except the United States, the German government had ar- 
ranged to pay full interest on this loan on October 15, 1934. 
The American creditors received 50 per cent in cash and the 
remainder in reichsmarks; these were credited to a special 
account in Berlin and could be disposed of only with per- 


"This treaty requires a year’s notice of a desire to amend it. 
™ Notice of completion was given to the press on February 15, 1935. 
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mission of the Reichsbank and for such limited purposes as 
investment in Germany or the payment of traveling ex- 
penses for visits to Germany. This discrimination was ag- 
gravated by the fact that when the bonds were issued in 
1924 the German government had given pledges that all 
these bonds would rank pari passu itrespective of the date 
and place of issue. 

4. On the coupons of the Reich external loan of 1930, 
generally known as the Kreuger loan, the German govern- 
ment had been paying 75 per cent to Swedish investors, but 
had made no offer of payment to the 20,000 American hold- 
ers of these obligations. 

5. In all countries in which the Young loan was floated, 
except the United States, provision had been made for full 
payment of the coupons falling due on December 1, 1934. 
In advance of these special arrangements with other coun- 
tries, only one month’s instalment of interest had been trans- 
ferred to the trustee, and this presumably represented the 
amount of cash available to American holders of Young loan 
bonds, although they were entitled by express covenant of 
the German government to expect full payment. 

Mr. Hull’s assumption that the German government 
would default on the Young loan bonds was verified four 
days later. On November 27, 1934, the Bank for Interna- 
tional Settlements, acting as trustee for the loan, announced 
through the American paying agent, J. P. Morgan and Com- 
pany, that American holders of these bonds would receive 
only one-sixth of the interest due on December 1. This pay- 
ment represented the transfer of one month’s interest before 
the moratorium went into effect in June. On December 2 
the German Consul General in New York announced that 
payment of the remaining five-sixths would be made in 
reichsmarks under the rules governing such payments on the 
Dawes loan coupons. 

Dr. Schacht, the economic mentor of the Hitler régime in 
Germany, professed to be working for ‘‘a general liberation 
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of world economy from its present economic fetters.”°* The 
principle as thus stated did not differ from that which had 
been repeatedly advocated by Secretary Hull. But between 
the methods which each would pursue for the attainment 
of this goal there was a great gulf fixed. Dr. Schacht told 
an audience of industrialists at Weimar that the world must 
be made to realize that its ability to obtain money from Ger- 
many depended upon the facilities furnished for the pur- 
chase of German goods. “Since this realization involves the 
pocketbook,” he said, “it is spreading rapidly and we are 
obtaining a number of allies in the world.’”™ For those, like 
Mr. Hull, who did not wish to become an ally on such terms, 
the German régime had its treatment ready. On April 15, 
1935, Only reichsmarks were paid by way of interest on the 
Dawes bonds: on June 1, holders of Young bonds were 
dealt with in the same way. On September 13, however, the 
German Consul General in New York announced that ar- 
rangements had been made for payment in dollars of the 
next instalments due on the Dawes and Young Plan bonds, 
but at approximately 5 and 4 per cent on these respective 
issues, instead of the stipulated coupon rate of 7 and 514 
per cent. 


III. FOREIGN BONDHOLDERS’ PROTECTIVE COUNCIL 


During the first year of his administration President 
Roosevelt had maintained that negotiations concerning de- 
faulted foreign obligations held by private American in- 
vestors should be kept in private hands, free of any suspicion 
that they were inspired by the United States government.™ 
In a sense, the subsequent action of the Department of State 
with respect to German bonds was an exception to this prin- 
ciple: in another sense not, for the trouble with the German 
situation, from the official point of view, was not the default 


® Frankfurter Zeitung, August 31, 1934. 
“ New York Times, October 30, 1934. 
Cf. The United States in World Affairs, 1933, 222. 
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but the discrimination. Nor did the Department of State 
supplant private efforts in this dispute; it paralleled them. 
In May, 1933, before the Department of State took a hand, 
Mr. John Foster Dulles had represented American houses 
of issue which had brought out German bonds at the con- 
ference of long- and short-term creditors which met in Ber- 
lin. In December, 1933, he was in Berlin again on the same 
mission, and his efforts this time were assisted by the fact 
that the Department of State was now active in protesting 
against discriminations. By the next January formal steps 
had been taken to give representation to the security holders 
as well as the houses of issue. A Foreign Bondholders’ Pro- 
tective Council had been organized, and Mr. Laird Bell, its 
vice-president, was undertaking to represent the forgotten 
creditor in negotiations with the German government. 

The Foreign Bondholders’ Protective Council, in many 
respects like the well-seasoned London institution of similar 
name, was created at the instance of President Roosevelt, 
and as the result of a conference of eighteen men whom he 
invited to meet with him in Washington on October 20, 
1933. The organizing committee made its first public report 
in mid-December, describing the steps which had been taken 
to “bring into existence an adequate, effective, and dis- 
interested organization to carry on the work of properly 
protecting American interests in respect of foreign bonds 
which are wholly or partially in default, now or hereafter; 
also of unifying as far as possible all American groups that 
seek to act in protection of American interests.’’** 

Unlike many bodies organized under the highest auspices 
and with the best intentions, the Council began to function 
effectively at once. By January 2, Mr. J. Reuben Clark, Jr. 
was in Rio de Janeiro conferring with the Brazilian govern- 
ment concerning a draft decree thought to be prejudicial 
to the holders of Brazilian dollar bonds. As a result of these 
conversations the draft, known as “the Niemeyer Plan,” 

™ Foreign Bondholders’ Protective Council, Inc., Annual Report, 1934, 16. 
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was modified in many important respects to conform with 
the American view.” In the middle of August, 1934, fol- 
lowing a study of the Dominican external debt by repre- 
sentatives of the Council acting with the approval of the 
Department of State, the Dominican government proposed a 
readjustment of its foreign obligations which the Council 
approved as “‘fair to the Republic and the Dominican people 
and consistent with the broad equities and long-view inter- 
ests of the bondholders, being indeed in some respects dis- 
tinctly advantageous to them over their present situation.” 
Under the auspices of the Council a committee of holders 
of Cuban Public Works bonds was organized in the autumn 
of 1934. In October of the same year representations were 
made to the government of Chile concerning arrangements 
which were said to be under way with certain creditors 
to the exclusion of holders of long-term obligations; and 
from that day on the Council and the Chilean government 
worked together on the debtor-creditor problem in frank and 
animated fashion. 

Discussions were opened with the governments of Colom- 
bia and Peru concerning adjustments of their defaulted ob- 
ligations, but they were held in suspense pending the final 
settlement of the Leticia controversy between these two 
states. A beginning was made with the Uruguayan author- 
ities, and in the summer of 1935 a delegation from Costa 
Rica presented to the Council a modification of their original 
proposal for a temporary adjustment of the service on their 
debt, and the Council gave its hearty approval and support 
to the revised terms. 

In the general confusion of economic and political affairs 
it was a respite and an encouragement to read the Council’s 
quiet analysis of conditions to be dealt with and its conserva- 
tive forecast of what might or might not be accomplished: 


The Committee feels that it should emphasize, on the one hand, 
to holders of bonds in default, that in view of the depression and 
™ Annual Report, 1934, 26-43. 
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the disorganization of world trade, there is little that can be done 
toward bringing about prompt resumption of interest and sinking- 
fund payments; and, on the other hand, to the debtor countries, 
that they should not regard the formation of the Council as an 
indication that American bondholders are ready to negotiate settle- 
ments on the basis of the present impaired capacity of debtors to 
pay. Patience, on both sides, and the recovery of world trade, are 
necessary prerequisites to sxtisfactory negotiations for resumption 
or settlements. 


The Council’s formation, personnel and method of work- 


ing were appropriate to the slow and arduous task which it 
had set for itself. 

















CHAPTER SIX 


THE PROMOTION OF TRADE BY RECIPROCITY 


PRESIDENT ROOSEVELT took office on March 4, 1933, in the 
midst of national conditions so chaotic that they will “never 
be forgotten.” However, the body economic, like the body 
human, has ways of healing—and a short memory. 

Within a month after March 4 the President quietly noti- 
fied Congress that, as part of his program of recovery, he 
would ask for authority to negotiate tariff agreements with 
other countries in order “to break through trade barriers and 
establish foreign markets for farm and industrial products.” 
But the pressure of the national emergency was so great, 
and attention was so closely concentrated on critical do- 
mestic situations, that eleven months were to elapse before 
the President asked for this power. 


1. The State of World Trade 


During the interval the world’s trade as a whole had not 
improved. Its value in 1933, as estimated by the Economic 
Intelligence Section of the League of Nations, was 10 per 
cent less than that of 1932 and 65 per cent less than that of 
1929.’ In this diminishing trade the United States had not 
succeeded in maintaining even its proportion; its share had 
declined from about 14 per cent of the total in 1929 to 
slightly less than 10 per cent in 1933. From 1932 to 1933 
world exports, in gold values, declined 13 per cent, while 
exports from the United States declined 19 per cent.? In 
fact, the United States had suffered a relatively greater trade 


*Cf. Appendix IV (a). 
* United States Department of Commerce, Summary of United States Trade 
with the World, 34. 
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loss than any other important nation, and in 1933 for the 
first time in twenty years the value of its foreign commerce 
was less than that of Great Britain. 

While the United States could show only a:decline both 
absolutely and relatively, certain other nations could console 
themselves by pointing to relative gains:.For. exampie; ‘the 
United States supplied 24.7 per cent of Argentina’s imports 
in 1926, while in 1933 it supplied only 12.6 per cent. In the 
same period the British proportion of Argentina’s imports 
rose from 19.3 per cent to 21.4 per cent, and the Japanese 
advanced from 0.6 per cent to 2.3 per cent.® 

In all important countries the decline of foreign commerce 
during the depression had greatly exceeded the decline in 
domestic business activity, and as if to intensify the contrast, 
when economic conditions began to improve in 1933 and 
1934, the gains were much greater in domestic industry than 
in foreign trade. In the United States the index of indus- 
trial production for 1933 averaged 20 per cent above that for 
1932, but the gain in value of exports amounted to only 6 
per cent, in spite of the falling dollar, which should have 
increased their volume, and in spite of rising prices which 
should have increased their value. Similarly, industrial pro- 
duction in Great Britain rose 6 per cent, while exports in- 
creased only a fraction of x per cent. In France and Ger- 
many, while industrial production advanced 12 per cent, 
export business actually declined 12 and 14 per cent re- 


spectively. 
2. World Trade and Nationalism 


Not only did foreign trade recede more rapidly and re- 
cover more slowly than domestic business, but it was also 
subjected to an increasing degree to government control. In 
1933, on the eve of the World Economic Conference, some 
sixty-odd nations had subscribed to a tariff truce under which 


* Hearings before the Committee on Finance, United States Senate, Seventy- 
third Congress, Second Session, on H. R. 8687, 44-45. 
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they promised to impose no new restrictions on their exter- 
nal trade while the conference was in session. When the 
conference failed, the signatory governments resumed full 
freedom of ‘action, and since (thanks to the prevailing na- 
tionalistic temper) there was little chance of increasing their 
‘exports, they proceeded still further to curtail their imports 
by means of tariffs, quotas, and exchange controls. Some 
governments also sought to force their nationals to purchase 
foreign goods only from those countries which would offer 
commercial favors in return. Thus a new tendency appeared 
in the realm of international trade as commerce began to be 
directed into certain fixed channels through a series of bi- 
lateral agreements. 

During 1933 and the first half of 1934 nearly a hundred 
of these agreements were negotiated. Many of them were 
based on the theory that as between any two given countries 
the import and export trade should be approximately equal. 
This principle was sound when applied to transactions of 
any single country with all other countries, but it was essen- 
tially fallacious when applied to trade between pairs of 
countries. Obviously, agreements between two nations to en- 
gage in a stipulated amount of trade on a barter basis could 
not result in an expansion of international commerce: such 
agreements served merely to divert trade from natural chan- 
nels into new and artificial courses. In the opinion of Secre- 
tary Hull, they offered a “direct road to economic suicide.” 


3. Commercial Treaty Complications 


Under the impulse of this theory those countries of 
Europe which had formerly been most devoted to the prin- 
ciple of freedom in trade—Belgium, Great Britain, and the 


“The Department of State on April 26, 1934, submitted a list of 77 of 
such agreements to the Senate Finance Committee, and a few days later the 
Department of Commerce prepared a supplementary list which carried the 
total list of agreements to approximately 100. Cf. Hearings ...on H. R. 
8687, 48, 130. In July, 1935, a report prepared for the President listed 290 
exclusive bilateral agreements. Cf. New York Times, August 4, 1935. 
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Netherlands—were definitely attempting to balance im- 
ports with exports, country by country. The germ of this 
idea might be found in the British system of tariff prefer- 
ences within the Empire, and it was further extended by the 
British government to a series of agreements with non- 
Empire countries, whereby British coal and manufactured 
goods were to be bartered for foodstuffs. For example, in 
a treaty with Argentina, negotiated on November 7, 1933, 
the British obtained priority in the allotment of the foreign 
exchange derived from their purchases of Argentine prod- 
ucts—an afrangement which merely diverted Argentine 
trade to Great Britain and brought no apparent expansion 
of the world’s commerce. This policy reached a still further 
stage of development in Germany, where the authorities, by 
quid pro quo arrangements, undertook to equalize imports 
and exports in the case of countries with which the balance 
of trade had hitherto been unfavorable. At the same time 
they sought to maintain the favorable balances which al- 
ready existed elsewhere. By restricting the normal movement 
of goods such a program was mathematically certain to re- 
sult in a curtailment of the total volume of trade between 
Germany and those other countries. 

In this artificial redistribution of trade during 1933 and 
1934 the United States was one of the principal losers. And 
for special reasons: most of its trade rivals could readjust 
tariff rates by executive order and were thus able to negoti- 
ate mew agreements almost overnight to meet changing 
conditions, while commercial treaties negotiated by the 
United States could not become operative until ratified by a 
two-thirds vote of the Senate,—and ratification of treaties had 
proved to be a slow and uncertain procedure. Furthermore, 
in negotiating a commercial treaty, the American representa- 
tives lacked effective bargaining power, since any arrange- 
ment they might make was purely tentative, depending on 


*Cf. “New Complications in Commercial Policy,” Foreign Affairs, XIII, 
73, October, 1934. 
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the subsequent consent of the Senate. The United States was 
thus virtually disqualified from participating in bilateral 
arrangements for obtaining a larger share of external trade, 
or even for holding the share which it still enjoyed. 

The Administration had not been content, however, to 
stand aside and wait for Congress to take the initiative in 
applying the needed corrective. Late in 1933 President 
Roosevelt had appointed an Executive Committee on Com- 
mercial Policy, composed of experts from the interested de- 
partments, to codrdinate the government's action. He had 
also suggested to the Department of State that conversations 
be started with the diplomatic representatives of Argentina, 
Brazil, Colombia, Portugal, and Sweden to see if tariff 
reciprocity treaties were practicable. These negotiations re- 
sulted in the signing of a trade agreement with Colombia in 
December, 1933, but the proposed treaty was not submitted 
to the Senate for ratification, because early in 1934 the Presi- 
dent had decided to place tariff treaty-making on a wholly 
new basis. 


4. The Export-Import Banks 


Pending the completion of plans for negotiating new trade 
agreements, the Administration took still further steps to pro- 
mote the sale of American products abroad. On February 12 
the Export-Import Bank of Washington was incorporated, 
with a capital of $11,000,000 supplied by the Reconstruction 
Finance Corporation and the Public Works Administration, 
to facilitate “the exchange of commodities between the 
United States and other nations or the agencies or the na- 
tionals thereof.”"® The Administration had laid plans for two 
more banks, with the bank first established financing trade 
with Soviet Russia, a second bank handling business with 
Cuba, and a third the trade with all other countries. The 
second bank was established early in March. Subsequently 


* Certificate of Incorporation of the Export-Import Bank of Washington. 
District of Columbia, No. 22430. 
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it was decided to extend its operations to all countries ex- 
cept Russia, and not to establish a third corporation. The 
policy of these institutions was primarily to stimulate agri- 
cultural exports; short-term credits not exceeding six months 
and intermediate credits not exceeding one year might be 
granted to exporters of consumers’ goods, while long-term 
credits ranging up to five years might be granted to ex- 
porters of capital goods. 

Within a month after its incorporation the first institution 
encountered obstacles to the development of trade with Rus- 
sia. Congress was considering a bill introduced by Senator 
Johnson of California to exclude from the American money 
market any foreign government in default on its obligations 
to the government of the United States.’ The enactment of 
this measure in its original form would have prevented all 
efforts to develop trade with the Soviet Union through the 
Export-Import Bank until the Russian debt problem was sat- 
isfactorily adjusted, and at the suggestion of the Administra- 
tion the bill was amended so as to except from its provisions 
“a corporation in which the government of the United States 
has or exercises a controlling interest.” This amendment was 
at first opposed by members of Congress who were not 
friendly toward the Soviet Union. Their objections were 
quieted, however, when the trustees of the bank adopted a 
resolution stipulating that “no actual credit transactions 
with the Soviet government shall be undertaken unless and 
until that government shall submit to the President of the 
United States an acceptable agreement respecting the pay- 
ment of Russian indebtedness to the government of the 
United States and its nationals.’* 

The second Export-Import Bank encountered no such dif- 
ficulties. On April 30 it announced a loan of $4,000,000 to 
Cuba, most of which was used in purchasing silver bullion 
to be coined into Cuban pesos, but thereafter it was not very 


"Cf. Chapter V. 
* Congressional Record, Seventy-third Congress, Second Session, 6192. 
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active, because conditions for its successful operation were 
less favorable than had been expected.® 


5. The Trade Agreements Act 


On March 2, 1934, in accordance with the plan which 
he had announced to Congress nearly a year before, Presi- 
dent Roosevelt finally asked for authority to enter into de- 
finitive commercial agreements’® with foreign nations, in 
order to modify, “within carefully guarded limits,” existing 
duties and import restrictions ‘in such a way as will benefit 
American agriculture and industry.” “Full and permanent 
domestic recovery,” he said, “depends in part upon a revived 
and strengthened international trade.” “American exports 
cannot be permanently increased without a corresponding in- 
crease in imports.” The sharp decline in world trade since 
1929 had meant “idle hands, still machines, ships tied to 
their docks, despairing farm households and hungry indus- 
trial families.”"* The President cited the surpluses of staple 
farm products and the state of the industries operating under 
mass production and declared that farms and factories should 
have opportunities for foreign markets and “thus be spared, 
in part at least, the heart-breaking readjustments that must 
be necessary if the shrinkage of American commerce remains 
permanent.” At the same time he insisted that no sound 
and important American interest should be disturbed through 
the proposed agreements. 

Mr. Roosevelt especially emphasized the importance of 
speed in the proposed negotiations; the government should 
be able at any moment to make quick decisions and rapidly 
revise the terms on which it proposed to deal. And since 
tariff reciprocity as outlined by the President was an emer- 
gency measure to meet emergency conditions, he suggested 


* New York Times, May 1, 1934. 

* Executive agreements, unlike treaties, did not require ratification by the 
Senate. Administration spokesmen therefore avoided use of the term “treaty” 
in connection with the reciprocity program. 

™ Congressional Record, Seventy-third Congress, Second Session, 3644. 
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that any trade agreements negotiated under this plan should 
be terminable within three years. A shorter period, in his 
opinion, would be insufficient for putting the program into 
operation. 

In accordance with the President’s practice in dealing with 
Congress on important legislative matters, a bill embodying 
his recommendations was introduced in the House of Repre- 
sentatives immediately after the reading of his message. It 
encountered more opposition than any other Administra- 
tion measure brought forward during the session. Some of 
the opposition was political, but most of it came from those 
who feared that their business interests would be injured 
by concessions to foreign competitors. Orthodox Republican 
protectionists were opposed in principle to giving the Execu- 
tive this novel power, and insisted that Congress was the 
proper agency to deal with tariff rates. They cited past 
criticisms by Democratic Congressmen of the power given 
to the President to revise duties under the flexible provisions 
of the tariff laws and maintained that a Democratic Adminis- 
tration was now planning to do the very thing which its 
party leaders had always denounced.” 

The small but very active groups which had been advo- 
cating economic nationalism and the elimination of for- 
eign trade so far as practicable as a means of promoting 
domestic stability were voluble in their opposition to reci- 
procity."* Industrialists were divided in their views of the 
bill. Those receiving the benefit of high protection were 
generally opposed to any modification of the existing tariff 
policy; spokesmen for the automobile manufacturers, how- 
ever, urged the enactment of the bill, because the “Ameri- 
can automobile has been more heavily penalized in the course 
of the past several years by the imposition of high duties 


™ Hearings before the Senate Committee on Finance, on H. R. 8687, 22-24. 

“One of these, appearing at hearings on the bill before the Senate and 
House Committees, urged embargoes on imports “wherever possible.” Cf. 
Hearings before the Senate Committee on Finance on H. R. 8687, 182. 
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and restrictive quotas than any other article of commerce 
that we know of.’”’"* 

The National Grange, representing a large group of 
farmers, and the American Federation of Labor opposed the 
measure. In an address delivered in New York Mr. Matthew 
Woll, vice-president of the Federation, argued that increased 
exports under the proposed reciprocity agreements would 
necessarily be accompanied by increased imports, with a con- 
sequent lowering of wages and loss of employment for 
American workers.** The National Grange sought an amend- 
ment preventing the reduction of duties on any of the com- 
modities designated as “basic’’*® under the Agricultural Ad- 
justment Act or on any other farm product whose domestic 
production amounted to as much as 70 per cent of domestic 
consumption. 

Opponents of the bill in Congress argued: (1) that it was 
unconstitutional to delegate treaty-making and taxing power 
to the Executive; (2) that the price-raising program of the 
NRA rendered tariff bargaining superfluous, since American 
goods could not be sold in world markets when produced 
at costs above the world level; (3) that in bargaining with 
other governments the United States would almost certainly 
be outwitted; and (4) that the precedent established by 
this bill would be enlarged upon by subsequent adminis- 
trations, possibly with “incapable hands and undesirable 
purposes.””" 

There was one criticism of the bill which the Administra- 
tion accepted as valid and attempted to meet. At the com- 
mittee hearings many industrialists had urged that any 


“ Hearings before the Senate Committee on Finance on H. R. 8687, 166. 

** Congressional Record, Seventy-third Congress, Second Session, 4074. 
Mr. Woll apparently overlooked the fact that increased exports would create 
new employment for American workers. 

* The “basic” commodities at this time were wheat, cotton, corn, hogs, 
rice, tobacco, dairy products, cattle, peanuts, rye, barley, flax, and grain 
sorghum. 

™ Congressional Record, Seventy-third Congress, Second Session, 3732, 
5343, 9271, 9406, 9987, 10735. 
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business which might be affected by a contemplated trade 
agreement should have an opportunity publicly to present 
its case to an appropriate government agency before the 
agreement was effected. Spokesmen for the Administration 
at first objected on the ground that at such hearings the gov- 
ernment might possibly show its hand to the foreign gov- 
ernments with which it was to deal and thus weaken its 
bargaining power. Later, however, the Administration ac- 
cepted an amendment requiring advance notice of the gov- 
ernment’s purpose to negotiate a reciprocity agreement so 
that interested persons might have an opportunity to present 
their views. 

The bill was before Congress for two months. The House, 
with its accustomed speed in dealing with Administration 
measures, adopted it on March 29 by a vote of 274 to 111. 
Party lines held firmly: only eleven Democrats voted 
against the measure, and only two Republicans voted for 
it..* To appease some of the doubting Democratic Repre- 
sentatives, the Administration leaders in the House amended 
the bill by adding two new sections; one of these made all 
agreements terminable at the end of a three-year period, 
and if not then terminated they could be voided at any time 
afterwards on six months’ notice; the other stipulated that 
nothing in the measure should “be construed to give any 
authority to cancel or reduce, in any manner, any of the 
indebtedness of any foreign country to the United States.” 
In the Senate the bill encountered more opposition, and it 
did not reach a vote until June 4. It was passed by a vote 
of 57 to 33, with five Democratic Senators recorded against 
it.” President Roosevelt signed the bill on the 12th. 

The new law authorized the President to enter into trade 
agreements with foreign governments whenever he found 

* Congressional Record, Seventy-third Congress, Second Session, 5913. 

* The opposing Democrats were Senators Adams, Dill, Glass, Long, and 
Overton. The Republicans voting for the bill were Senators Capper, Couzens, 


La Follette, Norbeck, and Norris. Congressional Record, Seventy-third Con- 
gress, Second Session, 10735. 
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that any existing import restrictions were “unduly burden- 
ing and restricting the foreign trade of the United States.” 
The agreements might provide for increases or decreases of 
tariff duties by as much as 50 per cent, but they permitted 
no shifting of commodities to or from the existing “free 
list.” They were to be put into effect by proclamation of 
the President, with no further action by Congress. Especially 
important in its bearing on international relations was the 
section of the law repealing the provisions of the Tariff Act 
of 1930 for contingent or penalty duties on the goods of 
countries imposing higher rates on American products than 
were levied by the United States on imports of similar articles 
of foreign origin. The most important commodities affected 
by the repeal of these duties were motor vehicles, timber, 
coal, coke, and certain wood and paper products. Such duties 
were an innovation in American tariff policy. They were 
introduced into the Act of 1922 and were elaborated in the 
Act of 1930.”° They were practically unknown in the tariff 
practices of other countries, and they were obviously incon- 
sistent with the American principle of “equality of treat- 
ment,” upheld alike by Republican and Democratic 
administrations. But still more important in an international 
sense, the penalty duties implied an effort by the United 
States government to force other countries to adopt the same 
tariff rates on certain specified articles as it had seen fit, at 
its own discretion, to set for itself. When Congress adopted 
the penalty duties its leaders had evidently overlooked the 
fact that differing conditions elsewhere might fully justify 
differing scales of duties. Their oversight was now corrected. 


6. Preliminaries to Negotiation 


The passage of the Trade Agreements Act was followed 
by so many pleas from industries in all parts of the country 
against any downward revision of the rates in which they 


"Cf. Tariff Act of 1922, Paragraph 369; Tariff Act of 1930, Paragraphs 
369, 371, 1650, 1687 and 1803. 
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were interested that the Department of State undertook to 
assure domestic producers that nothing would be done 
blindly or recklessly and that agreements would be drafted 
only after a searching investigation of every phase of the 
problems involved. 

A rather elaborate organization was set up to lay the 
groundwork for the negotiations. The work was placed under 
the supervision of Secretary Hull, with the negotiation of 
agreements in charge of Mr. Francis B. Sayre, Assistant Secre- 
tary of State. The detailed investigation of facts and formu- 
lation of policies were entrusted to three major committees. 
The Executive Committee on Commercial Policy, already 
referred to elsewhere, concentrated its attention on impor- 
tant questions of principle. An Interdepartmental Commit- 
tee on Foreign Trade Agreements was created to conduct 
studies of trade problems on the basis both of countries and 
of commodities best suited to reciprocity arrangements, and 
in general to codrdinate the work of all government agencies 
concerned with the agreements. Finally, a Committee on 
Reciprocity Information was established to provide for hear- 
ings, as the law required, for those whose interests might 
be affected by the reciprocity proposals. Numerous subordi- 
nate committees of experts were created to deal with specific 
problems, and by the middle of September, 1934, no fewer 
than twenty-three committees were actively at work.” 


7. The New Trade Agreements 


The first agreement to be negotiated under the new law 
was concluded with Cuba on August 24, 1934, and went into 
effect on September 3. It belonged, however, in a different 
category from the reciprocity arrangements which the Ad- 
ministration hoped soon to negotiate with other countries; 
for a preferential tariff system had been in effect between 
the United States and Cuba for thirty-one years and was 
generally regarded as a fixed policy in their commercial re- 


"Department of State Press Release, September 19, 1934. 




















112 THE UNITED STATES IN WORLD AFFAIRS 


lations. In 1903 the United States had conceded to Cuba a 
reduction of 20 per cent in its general tariff rates, and Cuba 
in return had granted reductions ranging from 20 to 40 per 
cent on imports from the United States. It was stipulated, 
however, that these preferences should not be generalized 
and extended to other countries through most-favored-na- 
tion clauses. The United States thus had special tariff ar- 
rangements with Cuba which it had extended to no other 
country. The new commercial agreement of August, 1934, 
was an elaboration of these arrangements, with a retention 
of the provision that they should be exclusive as between 
the two contracting governments, regardless of any conces- 
sions which either might make in subsequent dealings with 
other nations. 

The most important feature of the new trade pact was 
the reduction of the tariff on Cuban sugar from 1.5 cents a 
pound to 0.9 of a cent. In the Hawley-Smoot tariff of 1930 
the duty had been fixed at 2 cents, and this high rate had 
greatly intensified the depression in Cuba and had almost 
wrecked the Cuban sugar industry. On May 9, 1934, the 
duty had been reduced 25 per cent by President Roosevelt 
on recommendation of the Tariff Commission under the so- 
called flexible provision of the tariff law. The new agreement 
now reduced it still further, in fact to the lowest point since 
the enactment of the Dingley tariff of 1897. This concession 
was offset in some degree, however, by the Sugar Control 
Act of May 9, 1934, which provided for an import quota 
on Cuban sugar and for a processing tax on all sugar con- 
sumed in the United States. The quota of 1,902,000 short 
tons, fixed by the Secretary of Agriculture, was less than had 
been imported in any year (except during the extreme de- 
pression of 1932-1933) for more than two decades. 

Another concession to Cuba was made in the duty on leaf 
tobacco, which ranks next to sugar among the island's ex- 
ports; but this likewise was obtained only at the cost of a 
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quota limiting the amount to be exported to the United 
States. A reduction of the duty on rum from $4.00 to $2.50 
a gallon and a seasonal reduction® in the tariff on fruits 
and vegetables were distinctly advantageous to Cuban pro- 
ducers. 

In return for these benefits Cuba granted preferences to 
the United States on a wide variety of agricultural and in- 
dustrial products. The duty on lard was reduced from $9.18 
to $2.73 a hundred pounds, with a further reduction to $1.45 
scheduled for 1936; the duty on vegetable oils was reduced 
from $4.36 to 88 cents, and that on hams from $8.72 to 
$5.45 per hundredweight. The duty on potatoes was cut in 
half. The preferential on textiles was raised from the existing 
level of 20 and 30 per cent for various articles to 35, 40, and 
50 per cent. On low-priced automobiles the duty was re- 
duced by 50 per cent. Liberal reductions were also made in 
the duties on iron, steel, copper, wood, lumber, and paper. 

These reductions paved the way for increased exports to 
Cuba, with somewhat lower prices to Cuban consumers. In 
the first four months after the negotiation of the treaty (that 
is, from September to December, 1934), exports from the 
United States to Cuba increased 129 per cent, compared 
with the corresponding period of 1933. Exports which had 
been accorded major tariff concessions showed a gain of 138 
per cent. The increase of imports into the United States from 
Cuba in these months was even more pronounced; imports 
as a whole showed a gain of 155 per cent, and imports ac- 
corded major tariff concessions increased by 165 per cent.* 

On August 31, 1934, a week after the signing of the 
Cuban agreement, the Department of State announced its 
purpose to negotiate agreements with Brazil and Haiti. 


* Cuban fruits and vegetables matured much earlier than similar products 
grown in the United States, and therefore could be marketed for a time 
without competing with domestic production. During such periods the lower 
tariff rates would be in effect. 

* Department of Commerce Press Release, February 9, 1935. 
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without competing with domestic production. During such periods the lower 
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* Department of Commerce Press Release, February 9, 1935. 
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Within two more weeks it had added Belgium, Colombia,” 
Spain, Sweden, and five republics of Central America to the 
list. Within a year agreements had been concluded with 
five countries, and were in process of negotiation with thir- 
teen others.” These eighteen nations in recent years had 
accounted for more than 4o per cent of the foreign trade of 
the United States. 

A trade agreement with Brazil was concluded on Feb- 
ruary 2, 1935. The problems presented in this instance were 
relatively simple, and the range of concessions was limited, 
since more than 90 per cent of the imports into the United 
States from Brazil were already on the “free list.” Although 
the total amount of trade directly affected was small, as- 
surances were given by the United States of the continued 
admission free of duty of coffee and other major Brazilian 
exports; and reductions were made in the duties on man- 
ganese ore, castor beans and a few products of lesser im- 
portance. Brazil made concessions to the United States on 
hides and skins, textiles, clothing, iron, steel, machinery, 
motor-cars, cement, and food products. The agreement re- 
quired the ratification of the Brazilian Congress before going 
into effect, and in the early autumn of 1935 action on this 
matter was still pending. 

Because of its narrow scope, the agreement with Brazil 
created an impression that few if any tariff concessions of 
substantial value were to be obtained under the new rec- 
iprocity system. But on February 25, 1935, the United States 
concluded an agreement with Belgium,”* and its provisions 
for substantial reductions of duties by both countries caused 
a reversal of earlier opinion. Many foreign governments 


“The treaty negotiated with Colombia in December, 1933 (The United 
States in World Affairs, 1933, 190-191) had been laid aside after the pas- 
sage of the Tariff Reciprocity Act, and it was subsequently replaced by a 
trade agreement which did not require ratification by the Senate. 

* Cf. Appendix IV (¢). 

* More accurately, with the Belgo-Luxemburg Economic Union. 
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which had previously shown little interest in tariff bargaining 
now made haste to seek trade advantages for themselves. 
On March 28, 1935, an agreement was concluded with Haiti 
which went into effect on June 3. Since only about 10 per 
cent of Haiti's exports to the United States were dutiable, 
this agreement, like that with Brazil, was of limited im- 
portance. The United States granted reductions to Haiti in 
duties on rum and certain fruit products and agreed to re- 
tain on the free list coffee, cocoa beans, sisal, logwood, gin- 
ger, and bananas. Haiti in turn reduced its duties on imports 
from the United States of leather, automobile tires, radio 
sets and appliances, and a large number of food products. 
On May 25 an agreement was concluded with Sweden which 
reduced the tariff on imports of Swedish safety matches, 
high-grade iron and steel, tools, paper products, and a num- 
ber of less important articles. Sweden in return lowered its 
duties on about twenty American products. On September 
13 an agreement was concluded with Colombia. 

When presenting his program to Congress Mr. Roosevelt 
had warned the country not to expect too much. He was 
evidently aware of the many obstacles to be overcome. First 
of all, there was opposition at home from those industries 
whose tariff protection would be reduced. The manganese 
industry, for example, although employing less than 400 
workmen, and providing, in spite of high tariff protection, 
only a small fraction of the country’s requirements, never- 
theless conducted a vigorous fight against tariff concessions 
to Brazil on this product. During July, 1935, while a bill 
carrying amendments to the Agricultural Adjustment Act 
was under consideration by Congress, several efforts were 
made to attach “riders” to the measure which would have 
put an abrupt end to the new method of tariff revision.” 

Another obstacle existed in the instability of foreign cur- 
rencies. Abnormal monetary conditions had been a potent 

™ Congressional Record, Seventy-fourth Congress, First Session, 12027. 
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factor in the development of super-protectionism throughout 
the world. As Dr. Gustav Cassel, the Swedish economist, had 
noted, the line of demarcation between monetary policies 
and general commercial policies, which was so obvious be- 
fore the World War, had become completely effaced.” 
Political instability abroad was a further incentive to the erec- 
tion of trade barriers and an obstacle to their removal or 
modification by means of reciprocity agreements. So long 
as the nations believed that another war was impending, just 
so long would they persist in a policy of economic nation- 
alism. 


8. The Most-favored-nation Clause 


There were also difficulties due to most-favored-nation 
clauses in many commercial treaties.” The inclusion of this 
clause in a treaty committed the signatory governments to 
extend to each other any trade concessions which either of 
them might make to other nations. The clause might be either 
conditional or unconditional. The unconditional clause obli- 
gated each of the signatory powers “to apply to all products 
of the other treaty country every advantage that may be 
granted to the like product of any other foreign country.” 
In the conditional clause this obligation was limited by a 
provision that if the concessions to other countries had been 
granted in return for equivalent benefits they would be ex- 
tended under this agreement only for a similar consideration. 

In their resort to quotas, exchange controls, and bilateral 
trade agreements, many countries had evaded or disregarded 
their most-favored-nation pledges. For this reason some 
trade experts asserted that the system had become outmoded 
and should be discarded, while others insisted that it was 


* L'Esprit International, VII, 331, July, 1934. 

*In 1935 the United States had unconditional most-favored-nation agree- 
ments with thirty-five countries and conditional agreements with fifteen 
others. 

"UU. S. Tariff Commission, Tariff Bargaining under Most-favored-nation 
Treaties (Report No. 65, Second Series), 4-5. 
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needed as much as ever.*! This second view was officially 
accepted in Washington. The Administration wished es- 
pecially to prevent its reciprocity program from collapsing 
into a series of restrictive bilateral agreements similar to 
those which had been multiplying so rapidly in recent months 
in other parts of the world, and which were tending to put 
foreign trade into a strait-jacket. 

The Trade Agreements Act actually went far beyond the 
most-favored-nation principle by stipulating that any reduc- 
tions in duties made by the United States should be extended 
not only to the countries to which most-favored-nation treat- 
ment applied, but to all others which did not discriminate 
against the trade of the United States or resort to practices 
inconsistent with the purposes of the new tariff law. Each 
trade agreement was in effect a reduction of duties applicable 
to all the world in the same manner as if the rates had been 
changed by a specific act of Congress. The Administration, 
by means of executive trade agreements, was in effect carry- 
ing through a general downward revision of the tariff. The 
method differed from the earlier usage in that revision was 
made in successive stages rather than in a single operation 
and under certain conditions might not extend to countries 
which did not accord equal tariff treatment to the United 
States. 

When the Belgian agreement was proclaimed on April 1, 
1935, the Administration issued a detailed statement regard- 
ing the extension of its concessions to other countries. These 
concessions were to be generalized, but under limitations 
designed to check future discrimination against the commerce 
of the United States. The various countries were placed in 
three groups. In one group were four nations (Canada, the 
Netherlands, Spain, and Switzerland) which had been found 
to be discriminating against American trade. It was announced 


™ Cf, Henry Chalmers, ‘The Depression and Foreign Trade Barriers,” 
Annals of the American Academy of Political and Social Science, CLXXIV, 
88-106, July, 1934. 
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that since they were then negotiating trade agreements they 
would obtain the benefits of the Belgian concessions, but 
only for six months unless in the meantime the negotiations 
were concluded and the discriminations were removed. A 
second four (Denmark, Germany, Italy, and Portugal) were 
also found to be practising discrimination. The United States 
had previously pledged itself to give these countries most- 
favored-nation treatment, and it was stated that this pledge 
would be kept, but that they would receive the notice re- 
quired for a denunciation of the most-favored-nation agree- 
ments. The German government had already given notice in 
October, 1934, of its intention to denounce the most-favored- 
nation clause in its commercial treaty with the United States, 
and in September, 1935, it was notified that after the fol- 
lowing October 15 imports from Germany would cease to 
share in the tariff reductions resulting from the trade agree- 
ments. The other countries, which were not discriminating 
seriously, if at all, would receive the minimum rates under 
the reciprocity agreements so long as they continued to give 
the United States equal treatment. In announcing this policy 
the Administration took occasion to state that the United 
States “‘neither seeks nor accords preferential, discriminatory 
treatment—it seeks only that a foreign country treat Ameri- 
can commerce no worse than it treats the commerce of any 
third country, and in turn accords equality of treatment to 
the commerce of foreign countries.”*? 

The question of extending to the Soviet Union the bene- 
fits of the tariff concessions made to other countries pre- 
sented a difficult problem.** The failure of the two gov- 
ernments to reach an agreement for the settlement of 

* Department of State Press Release, April 1, 1935. The six months’ period 
allowed to Canada and three other countries to remove discriminations was 
later extended to nine months. 

“The trade agreement with Brazil provided for a reduction of 50 per 
cent in the duty on manganese, but the United States decided not to extend 
this reduction to Russian manganese because of the Soviet Union's discrimi- 


nation against American goods. The delay of Brazil in ratifying the agree- 
ment had in fact prevented any different treatment of the Russian product. 
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American claims on defaulted debts and confiscated property 
or to arrange for new credits to the Soviet government fol- 
lowing its recognition by Washington, had subjected their 
relations to a visible strain. Whether the Soviet Union, with 
its government monopoly of foreign trade, was entitled to 
share in the benefits of the reciprocity agreements was not 
officially determined until July 13, 1935. On that date, 
through an exchange of notes between the American Am- 
bassador at Moscow, Mr. William C. Bullitt, and the Soviet 
Commissar for Foreign Affairs, M. Maxim M. Litvinoff, 
the United States government agreed to extend the minimum 
rates of the new tariff agreements to the Soviet Union, and 
the Soviet government in turn agreed “to increase substan- 
tially the amount of purchases in the United States.” Am- 
bassador Bullitt at the same time issued a supplementary 
statement announcing that it was the purpose of the Soviet 
government to purchase American products to the value of 
$30,000,000 during the ensuing twelve months. Since the 
value of exports from the United States to the Soviet Union 
during the three preceding calendar years had averaged only 
$12,000,000, it appeared for the moment that the arrange- 
ment would result in a considerable expansion of American 
business with Russia. 

But the hopes which were entertained on this score were 
shortly afterwards upset by an exchange of sharply worded 
notes between Washington and Moscow. Following the 
meeting of the Seventh Communist International Congress 
in Moscow from July 25 to August 20, at which several 
American delegates discussed the progress of Communism 
in the United States, Washington sent “a most emphatic 
protest” to the Soviet Foreign Office against a ‘flagrant 
violation” of pledges given by the Soviet government on 
the eve of its recognition by the United States not to in- 
terfere in the internal affairs of this country. The Soviet gov- 
ernment promptly denied all responsibility for the Com- 
munist International, insisted that it had lived up to its 
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“obligations concerning non-interference in internal affairs,” 
and announced that it could not accept the protest of the 
United States and was “obliged to decline it.’** No break in 
official relations followed these diplomatic exchanges, but 
the temper displayed on both sides did not augur well for the 
development of closer commercial relations between the two 
countries through the trade agreement of July 13. 

The first year under the Trade Agreements Act brought 
no radical change in the American protectionist system. 
Nevertheless the post-war tendency of the United States to 
raise tariff walls continually higher by a general upward re- 
vision of rates as in 1921, 1922, and 1930, and by piecemeal 
upward revision through the administration of the flexible 
duties as in the decade before 1932, appeared to have been 
definitely checked. The reciprocal agreements negotiated in 
1934 and 1935 had made no great breach in the tariff walls, 
but these beginnings were sufficiently impressive to induce six 
more European countries (France, the Netherlands, Italy, 
Finland, Spain, and Switzerland) to begin negotiations.* 
And perhaps still more important, commercially and diplo- 
matically, were the discussions initiated in the spring of 1935 
with Canada, second to Great Britain as a customer of the 
United States. The fact that so many countries were disposed 
to negotiate indicated their belief that the Trade Agreements 
Act offered an opportunity for obtaining concessions of sub- 
stantial value for which they were ready to pay with cor- 
responding concessions to the United States. 


“Department of State Press Releases, August 25, 27, 31, 1935. 
® The contemplated agreements with France and the Netherlands would 
apply also to the colonies of these countries. 








CHAPTER SEVEN 


A NEW DEAL FOR LATIN AMERICA 


THE reciprocity agreement with Cuba was part and parcel 
of a somewhat new Latin American policy. President Roose- 
velt had called it the policy of the “good neighbor.” He 
had acted in this spirit during the Cuban revolution of 1933, 
for though the United States had the right, under the so- 
called Platt Amendment, to intervene for ‘‘the maintenance 
of a government adequate for the protection of life, property, 
and individual liberty,” the Administration had scrupulously 
refrained from exercising this right. On the other hand and 
seemingly in a contradictory sense, President Roosevelt had 
refused to recognize the government of Dr. Grau San Mar- 
tin, who had come into office in September, 1933, as the re- 
sult of a coup d’état, and this refusal was regarded by certain 
Latin American critics as equal to intervention.’ No govern- 
ment in Cuba, it was said, could last long at this juncture if 
the United States withheld recognition. This may have been 
true, but previous events had also shown that even a gov- 
ernment which the United States had recognized might not 
long endure. Dr. Carlos Manuel de Céspedes, the predecessor 
of Dr. Grau San Martin, had been duly recognized by the 
Department of State on August 14, but in less than four 
weeks he was out. 


1. A Problem of Recognition 


Washington was not convinced that the Grau San Martin 
government, set up by a revolutionary group, represented the 


* Problems of the New Cuba, 497 ff. (Report of the Foreign Policy Asso- 
ciation Commission on Cuban Affairs). 











122 THE UNITED STATES IN WORLD AFFAIRS 


will of the people of the republic and could maintain law 
and order throughout the island.? During his first two months 
in office the new President had faced two armed revolts and 
had succeeded in stamping out both of them; but the United 
States government was more impressed by the uprisings than 
it was with the fact that they had been put down, and it 
continued to withhold recognition. On January 15, 1934, on 
the demand of the revolutionary junta which had made him 
President, Dr. Grau San Martin resigned. Sefior Carlos 
Hevia was named to the post, but the choice aroused so 
much hostility that he also promptly resigned. Finally, by 
agreement of several political factions, the choice fell on 
Colonel Carlos Mendieta, leader of the Nationalist party 
and a man of great personal popularity. 

The attitude of the United States toward the new régime 
was favorable from the start. This became evident when 
President Roosevelt invited the representatives of seventeen 
Latin American nations to the White House. While a con- 
sultation of the American republics en masse concerning the 
recognition of one of their number was quite unexampled, 
the President had already taken a step in this direction in 
September, 1933, when he requested the diplomatic repre- 
sentatives of Argentina, Brazil, Chile and Mexico to confer 
with him on the Cuban situation in general. The larger and 
later conference, summoned on January 22, 1934, imple- 
mented the President's declaration of a few weeks before® 
that “the maintenance of constitutional government in other 
nations is not a sacred obligation devolving upon the United 
States alone.” It is first of all, he said, the concern of each 
country within its own borders, and it is only when politi- 
cal difficulties within a country affect other nations that the 
matter becomes “the joint concern of a whole continent in 
which we are neighbors.” Mr. Roosevelt informed the Latin 


* Department of State Press Release, September 11, 1933. 
*In a speech at a Woodrow Wilson dinner in Washington on December 
28, 1933. Cf. The United States in World Affairs, 1933, 201. 
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American diplomats that he was ready to recognize the new 
régime in Cuba, since it appeared to have the support of 
the people and to be capable of maintaining the orderly 
processes of government. On the following day Mr. Jefferson 
Caffery, the American diplomatic representative in Havana, 
was instructed to establish relations with President Men- 
dieta,* and on January 31 a new Cuban Ambassador, Dr. 
Manuel Marquez Sterling, was received at the White House. 

The restoration of diplomatic relations with Cuba removed 
one obstacle in the way of the execution of the “good neigh- 
bor” policy. For so long as Washington was unwilling to 
acknowledge the legitimacy of a de facto government in a 
neighboring republic, suspicions of the motives of the United 
States were bound to exist. Was this not intervention of a 
roundabout sort? In any event, were not the results much the 
same? 


2. Abrogation of the Platt Amendment 


On May 29 the United States government went about as 
far as it could go to meet such criticism by completing the 
negotiation of a treaty with Cuba providing for the abroga- 
tion of the Platt Amendment. This amendment had been 
adopted by the United States Congress on February 27, 1901, 
as part of an appropriation bill. It imposed certain limita- 
tions on Cuba’s autonomy by restricting her power to nego- 
tiate treaties or incur debts. It also affirmed the right of the 
United States to intervene in Cuba under certain conditions, 
stipulated that the United States might acquire lands for 
coaling or naval stations, and required the government of 
Cuba to embody these provisions in its Constitution and in 
a permanent treaty with the United States. 

The only provision which was not abrogated by the new 
treaty was that which related to naval stations. The United 
States retained its base at Guantanamo.’ Two days after the 


“Department of State Press Release, January 27, 1934. 
® Cf. Congressional Record, Seventy-third Congress, Second Session, 10145. 
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treaty was signed in Washington it was favorably reported 
out by the Senate Committee on Foreign Relations and 
passed with only one dissenting vote.® In view of the Sen- 
ate’s known record in the handling of treaties, its dispatch of 
this business was regarded as truly remarkable. On June 9 
ratifications were exchanged between the two governments,’ 
and on the same day the people of Cuba began a three-day 
celebration of the event. President Roosevelt cabled to Presi- 
dent Mendieta his “conviction that the relations of our re- 
spective countries have entered upon a new phase which 
will be marked by frank cordiality and a spirit of mutual co- 
Operation and understanding.”* Messages of appreciation 
came not only from the President of Cuba, but from the 
heads of other Latin American governments on this mani- 
festation of a new spirit in the relations of the United 
States with the rest of America.® 


3. The Marines Leave Haiti 


At the beginning of 1934 Haiti was the only Caribbean 
country still occupied by United States marines. Santo Do- 
mingo had been evacuated in 1924 and Nicaragua in 1933. 
The marines had been in Haiti since 1915. Along with their 
occupation went control by the United States of Haitian 
customs revenues and supervision of public finances. A na- 
tive constabulary was also organized under the command of 
United States marine officers.” 

A treaty between the United States and Haiti, negotiated 
soon after the beginning of the American occupation, stipu- 
lated that the marines should remain for ten years from 
1916 and that the United States might extend the period 

* Congressional Record, Seventy-third Congress, Second Session, 10408. 


Senator Fess of Ohio cast the negative vote, but remarked that he did not 
“feel like objecting seriously.” 

* Department of State Press Release, June 9, 1934. 

* Ibid., June 16, 1934. 

* Ibid., June 9, 1934. 

* For details of American administration in Haiti, cf. Charles P. How- 
land, Survey of American Foreign Relations, 1929, 130 ff. 
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for another ten years. This extension had been made in due 
course, and the occupation was scheduled to continue until 
1936. But on August 7, 1933, an executive agreement be- 
tween the two governments provided for the withdrawal of 
the marines before the end of October, 1934, and for the 
prompt replacement of American officers in the Garde 
@’Haiti with Haitians. But financial control, established by 
the United States to insure service on Haiti's external funded 
debt, was not to be relinquished.” 

A few weeks after signing the agreement providing for 
the termination of military occupation, President Sténio Vin- 
cent of Haiti made a personal appeal to President Roosevelt 
to put an end to financial control as well. He was informed 
that the United States government would gladly comply with 
his request if there were not certain obligations which it had 
assumed on behalf of the holders of Haitian bonds.** Finan- 
cial control was exercised through a corps of United States 
officials who supervised the collection of Haitian customs 
and other taxes and the preparation and general administra- 
tion of the budget. Under the terms of the agreement by 
which the government of Haiti had obtained a loan in 1922, 
this was to continue until its complete amortization in 1952. 
The arrangement, however, could be altered by the consent 
of the two governments and that of the private financial 
interests concerned. It had become a source of extreme irrita- 
tion to Haitians, and it was hardly consistent with the princi- 
ples underlying the Latin American policy of the Roosevelt 
Administration. Another annoyance to Haitian nationalists 
was the ownership and management of the National Bank 
of Haiti by the National City Bank of New York, acquired 

In 1922 the National City Bank had floated a thirty-year loan of $23,- 
660,000 for the Haitian government, under an agreement stipulating that 
financial control by the United States should continue until the loan had 


been repaid. The proceeds of the loan were used mainly to meet the claims 


of Haiti’s external creditors, but a small portion had been expended on public 
works. 


2 Cf. The United States in World Affairs, 1933, 188. 
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during the early years of the American occupation. It was an 
important agency in the financial organization of Haiti, 
being the sole bank of issue and the depositary of the cus- 
toms revenues collected under American supervision. 

Early in 1934 there were indications that the Roosevelt 
Administration was trying to find a practical way to comply 
with President Vincent's request for the termination of ex- 
ternal financial control. In April the Haitian President ar- 
rived in Washington and conferred with Administration 
officials, and on the 17th President Roosevelt and he an- 
nounced that they had discussed ‘‘a new form of financial 
administration which is satisfactory to our two governments 
and should be equally satisfactory to the holders of the bonds 
of the 1922 loan.”** On the 28th an agreement between the 
Haitian government and the National City Bank of New 
York was concluded in Washington with the approval of the 
Department of State. It provided for the sale of the National 
Bank of Haiti to the Haitian government and the transfer 
to the bank of the supervision of the government's finances 
which had been exercised by American officials. 

The agreement would become effective when ratified by 
the Haitian National Assembly. It was duly accepted by the 
Chamber of Deputies, but it encountered strong opposition 
from a group of Senators who were opposed to the gov- 
ernment’s making any purchase payment to the National City 
Bank. To meet this situation, President Vincent decided to 
conduct a national plebiscite upon his policies. Eleven op- 
posing Senators denounced this method as unconstitutional 
and declared that they would not be bound by it. When, 
therefore, a referendum on February 10, 1935, showed 
454,357 votes in favor of his program and only 1,172 votes 
in opposition, President Vincent removed the eleven object- 
ing Senators and instructed the Chamber of Deputies to 
choose others in their place. The Chamber complied on Feb- 
ruaty 23, and the way was thus cleared, though in rather 

™ Department of State Press Release, April 17, 1934. 
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summary fashion, for ending direct control of Haitian 
finance by American interests. The National Bank of Haiti 
was formally transferred to the government on July 9, 1935, 
under arrangements designed to safeguard the interests of 
the bondholders. 

While these transactions were in progress, a plan had also 
been evolved for speeding the end of military occupation. 
In July, 1934, President Roosevelt paid a brief visit to Haiti 
while on his way to the Canal Zone and Hawaii, and during 
this visit he arranged with President Vincent for the with- 
drawal of the marines in August instead of October. On 
August 1 command of the Garde was formally transferred 
to Haitian officers, and on the 15th evacuation by the marines 
was completed. As a further gesture of good will, the Marine 
Corps presented the Haitian government with material of 
substantial value which it had used during the occupation.” 


4. Non-intervention in Central America 


For some years the people of Panama had been feeling 
a growing sense of injustice because of the peculiar relations 
of their government with the government of the United 
States. These relations had been fixed by the treaty of 1903, 
drafted when the Republic of Panama was still in its infancy 
and when the tutelage of a powerful neighbor might be to 
its advantage. But since then conditions had greatly changed, 
and restrictions which were once meant to be helpful were 
now felt to be burdensome and to impinge upon the sov- 
ereignty of the republic. This was true, for example, with 
regard to the guarantee by the United States of the inde- 
pendence of Panama, and with regard to the right of the 
United States to intervene in the cities of Colon and Panama 
to maintain order. Such treaty stipulations were not unlike 
the Platt Amendment which until recently had applied to 
relations between the United States and Cuba, and whose 


“Department of State Press Release, June 9, August 18, 1934. 
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abrogation was heralded as an indication of what the “good 
neighbor” policy really implied. 

The people of Panama also chafed at some of the regu- 
lations and practices which had been developed over a period 
of years by United States authorities in the Canal Zone. They 
believed that the authorities discriminated against labor in 
Panama when they hired outside workers, and that in various 
other ways the development of their country had been re- 
tarded by policies of the American officials.* The govern- 
ment of Panama acquired still another grievance when the 
United States devalued its currency and undertook to pay its 
annual rental of $250,000 for the canal in 60-cent paper dol- 
lars instead of in 100-cent “‘gold coin,” as stipulated in the 
treaty. 

In 1934 negotiations were begun in Washington for the 
revision of the obsolete treaty of 1903 and for the adjust- 
ment of other matters which tended to impair relations be- 
tween the two countries. On August 16, 1935, the Department 
of State announced that the proceedings had reached the 
stage where the texts of a treaty and of subsidiary agreements 
had been “authenticated” by the negotiators—a procedure 
antecedent to signature—and that conversations would be re- 
sumed as soon as the Panamanian representatives had re- 
ported in detail to their government.’® The only official infor- 
mation vouchsafed was that “the agreements cover the main 
questions which have been the subject of negotiation.” Unofh- 
cially, however, it was reported that the projected treaty 
banned armed intervention in Panama by American forces 
and in general sought to correct the situations which gave 
Panama grounds for complaint.’ 

In the meantime, steps were also taken to restore normal 


** Cf. Address of Mr. Sumner Welles at the Institute of Public Affairs, 
Charlottesville, Va., July 3, 1935, in Department of State Press Release, 
July 3, 1935. 

** Department of State Press Release, August 16, 1935. 

™ New York Times, August 16, 1935; The Nation, CXLI, 255, September 
4, 1935. 
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relations with El Salvador. From December, 1931, to Jan- 
uary, 1934, the United States had refused to recognize the 
de facto government of that country. In so refusing it was 
acting with the Central American states in observance of 
their so-called Five-Power Treaty which had been negotiated 
in Washington in 1923 with the strong endorsement and 
possibly on the initiative of the United States.’* According 
to its terms the signatories were to withhold recognition from 
any government which might “come into power in any of 
the five republics through a coup d’état or a revolution 
against a recognized government, so long as the freely elected 
representatives of the people thereof have not constitution- 
ally reorganized the country.”?® Accordingly, when General 
Maximiliano Martinez, the Minister of War, became Presi- 
dent of El Salvador in December, 1931, following a coup 
a’état, the Department of State in beiciannitiy refused to 
recognize his régime. 

It had been hoped that this treaty would discourage revo- 
lutions and promote political stability in Central America, 
and to some extent it may have done so. How far political 
leaders with revolutionary inclinations were deterred by the 
knowledge that any government set up by extra-legal proce- 
dure would be outlawed cannot, of course, be determined. 
But there were indications that several of the Central Ameri- 
can republics were becoming dissatisfied with their commit- 
ments under the treaty. Their dissatisfaction appeared to 
increase after the Hoover Administration announced through 
Secretary Stimson that it would return to the country’s 
original policy”® and accord recognition to any de facto gov- 
ernment which rested on consent, was able to protect its na- 


% The United States in World Affairs, 1932, 57-58. 

Text in American Journal of International Law, XVII, Supplement, 
117-122. 

™® This policy had been departed from when William Jennings Bryan was 
Secretary of State. In Mr. Bryan’s view recognition of a government might 
imply moral approval of its acts, and recognition might be withheld if these 
acts were below an approved standard. 
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* Cf. Address of Mr. Sumner Welles at the Institute of Public Affairs, 
Charlottesville, Va., July 3, 1935, in Department of State Press Release, 
July 3, 1935. 

** Department of State Press Release, August 16, 1935. 

™ New York Times, August 16, 1935; The Nation, CXLI, 255, September 
4, 1935. 
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Maximiliano Martinez, the Minister of War, became Presi- 
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d’état, the Department of State in Washington refused to 
recognize his régime. 
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and to some extent it may have done so. How far political 
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dure would be outlawed cannot, of course, be determined. 
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*% The United States in World Affairs, 1932, 57-58. 

*Text in American Journal of International Law, XVII, Supplement, 
117-122. 

™® This policy had been departed from when William Jennings Bryan was 
Secretary of State. In Mr. Bryan’s view recognition of a government might 
imply moral approval of its acts, and recognition might be withheld if these 
acts were below an approved standard, 
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tionals, and was willing to discharge its international 
obligations. Because of the treaty of 1923 it was assumed 
that this general policy would not govern in questions which 
might arise with the Central American republics; and their 
seemingly different status from that of other countries 
strengthened their feeling that the treaty had brought them 
under the political tutelage of the United States. 

The Martinez government in El Salvador naturally de- 
sired to be rid of the obstacles which it had encountered 
under this arrangement, and near the end of 1932 it gave no- 
tice of its intention to denounce the treaty as of January 1, 
1934." Costa Rica soon followed suit and proceeded to ex- 
tend recognition to El Salvador. On January 25, 1934, the 
three remaining signatories—Guatemala, Honduras, and 
Nicaragua—also recognized the Martinez government. 
While the treaty remained operative among these three 
states, it no longer governed their relations with the two 
countries which had denounced it. On January 26 the United 
States likewise resumed diplomatic relations with El Salvador 
after a severance of more than two years.” In the opinion of 
the Department of State nothing could have been done earlier 
because of implied obligations under the Five-Power 
Treaty; but in acting as soon as circumstances permitted, the 
United States government showed its desire to avoid inter- 
ference in the domestic affairs of the Central American re- 
publics and removed another impediment to the development 
of better relations with its southern neighbors. 


5. The Chaco Dispute 


Throughout 1934 the conflict between Bolivia and Para- 
guay over boundaries in the Chaco territory dragged on, 
with no real progress toward a settlement. A state of unde- 


* The treaty provided that any signatory government might denounce it 
on a year’s notice. At the end of twelve months it would become inoperative 
so far as that government was concerned, but would remain in force so 
long as adhered to by three governments. 

™ Department of State Press Release, January 27, 1934. 
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clared warfare, with the severest fighting the Western 
Hemisphere had witnessed in more than a half century, had 
existed since June, 1932. There had been numerous attempts 
at conciliation. In Washington a Commission of Neutrals, 
including representatives of the United States, Cuba, Colom- 
bia, Mexico, and Uruguay, had tried for months, both be- 
fore and after the outbreak of hostilities, to effect a settle- 
ment. After this effort had failed, the ABCP powers of 
South America,* as nearest neighbors of the belligerents, 
tendered their good offices, and when their labors produced 
no result, the League of Nations took steps to settle this dis- 
pute between two of its members. Late in 1933 the League 
Council sent a special commission to the scene of the con- 
flict with instructions to propose arbitration to the two gov- 
ernments and to bring back a comprehensive report on the 
situation. 

In December, 1933, through the joint efforts of the League 
Commission and the governments represented at the Pan- 
American Conference in Montevideo, hostilities were held in 
truce while the conference was in session. But this truce 
lasted only eighteen days, and on January 6, 1934, fighting 
was resumed. Renewed attempts at conciliation were made 
by Argentina and the League Commission, but without suc- 
cess. The commission continued its efforts and its investiga- 
tions until about March 20. It then sailed for Europe and 
on May 9 presented its report.” 

This survey, comparable in some respects to the Lytton 
report on Manchuria,”* contained a proposal for the creation 
of a demilitarized zone in the Chaco region pending an ad- 
judication of the boundary dispute by the World Court. But 
the scheme, like so many others, failed to satisfy the dis- 
putants. What was more important was the commission’s 


* Paraguay had declared a state of war with Bolivia on May 10, 1933, but 
rescinded this action a few days later. 

™* Argentina, Brazil, Chile, and Peru. 

* League of Nations Publication, Official No. C. 154. M. 64. 1934. VII. 

Cf. American Journal of International Law, XXVIII, 535, July, 1934. 
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recognition of a state of war between Bolivia and Paraguay, 
with the implication that one or both of these countries had 
violated the Covenant. This statement suggested the possi- 
bility that Article XVI might eventually be invoked by the 
League to end the dispute; but since the commission did not 
undertake to name the aggressor, there was no immediate 
occasion to resort to sanctions. 

In the meantime another new plan had been devised. If 
the two nations would not listen to conciliation proposals, 
they might be kept from further serious fighting by the joint 
action of other governments in preventing shipments of arms 
and munitions. This procedure had been suggested to the 
League Council a few months after the outbreak of hostili- 
ties, and it had been formally proposed by Great Britain 
and France on February 25, 1933. Consideration had been 
deferred while the League Commission was seeking to effect 
a settlement; but in its report of May 9, 1934, the commis- 
sion gave the arms embargo movement a new impetus when 
it pointed out that the combatants on both sides were well 
equipped with airplanes, armored cars, flame-throwers, and 
all types of modern guns obtained from “American and 
European countries.” On May 19, 1934, the League Coun- 
cil decided that the expedient of a double embargo should 
again be considered.** The proposal evoked vigorous objec- 
tion from Bolivia on the ground that Paraguay was not a 
landlocked country as Bolivia was, and that her own military 
position would be prejudiced. In spite of this protest a com- 
mittee of the League consulted thirty-five governments and 
ascertained that none of them objected to the proposal in 
principle.” Thus for the first time in the League’s history 
an international embargo was undertaken against both parties 
to a dispute. 

By September 25, 1934, twenty-seven governments had 


™ League of Nations Publication, Official No. C. 154 M. 67. 1934. VII; 
Geneva Special Studies, V., 6. 

* League of Nations, Official Journal, XV, 766. 

* League of Nations Publication, Official No. C. 405. M. 184.°1934. VII. 
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taken steps to prohibit the shipment from their territory of 
war materials to the Chaco belligerents.*° One member of 
this group was the United States, where a considerable de- 
gree of public interest had already been aroused in the activi- 
ties of munitions manufacturers.** 

On May 20, 1934, the Department of State had received a 
telegram from the League committee asking whether the 
United States would participate in the embargo. Secretary 
Hull replied that his government was willing to codperate 
to the fullest extent if legislation conferring the necessary 
authority on the President could be obtained.** On the fol- 
lowing day Representative McReynolds, Chairman of the 
House Committee on Foreign Affairs, introduced a resolu- 
tion authorizing the President to prohibit the sale of arms 
and munitions to “those countries now engaged in armed 
conflict in the Chaco” if he found that this prohibition would 
“contribute to the reéstablishment of peace between those 
countries.” The resolution stipulated that any action should 
be taken after consultation with the governments of the 
other American republics and with their codperation, as well 
as that of such other governments as the President might 
deem necessary. The resolution passed the House on May 
23, two days after its introduction, and after Secretary Hull 
had notified the Committee on Foreign Affairs that it had 
the approval of the President.** On May 24 it passed the 
Senate without amendment.** Thus within three days Con- 
gress had given the Administration authority to join in a 
new form of international action initiated under League aus- 
pices. 

” Cf. Appendix VI (4). Many governments made these arrangements with 
reservations that other states should resort to similar measures. A few, in- 
cluding the United States, stipulated that the restrictions should not apply to 
contracts already in effect. 

“Cf. Chapter XIII. 

™* Department of State Press Release, May 26, 1934. 

* Congressional Record, Seventy-third Congress, Second Session, 9662; De- 


partment of State Press Release, May 26, 1934. 
* Congressional Record, Seventy-third Congress, Second Session, 9716. 
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Subsequent events, however, showed that there were def- 
inite limits to the amount of codperation which League 
agencies might expect from the United States government 
in their efforts to settle the dispute. Apprehensive concern- 
ing the plans for an arms embargo, Bolivia invoked Article 
XV of the Covenant, and at her request the dispute was re- 
ferred to the League Assembly.** In due course the Assembly 
appointed a committee to make another effort at conciliation. 
When this effort failed the committee proceeded under Arti- 
cle XV to recommend a plan of settlement.** 

The result was the adoption by the Assembly on Novem- 
ber 24, 1934, of a new plan. The cessation of hostilities and 
the progressive demobilization of the two armies was to be 
directed by a Neutral Supervisory Commission consisting of 
representatives of Argentina, Chile, Peru and Uruguay. The 
United States and Brazil, not being members of the League, 
were to be invited to name additional members. A peace 
conference was to convene in Buenos Aires in which, besides 
Bolivia and Paraguay, seven other American states*’ were 
to participate. If no agreement could be reached within two 
months the territorial dispute was to be referred to the World 
Court and the questions of security and of an economic set- 
tlement were to be referred respectively to the Neutral Su- 
pervisory Commission and a special commission to be ap- 
pointed by the League Council. Finally, in order to follow 
the situation and to assist in effecting concerted action among 
the various agencies created for the settling of the dispute, 
the Assembly appointed an Advisory Committee represent- 

* League of Nations, Official Journal, XV, 783, July, 1934. Article XV 
provides that if a dispute arises between members of the League which 
may disturb their peaceful relations, and is not submitted to arbitration 
or adjudication, the Council shall endeavor to effect a settlement, and that 
either party to the dispute may, within fourteen days after its submission 
to the Council, demand that it be referred to the Assembly. 


League of Nations Publication, Official No. 2. (Extr.) 5. 1934. VII. 


* These were Colombia, Cuba, Ecuador, Mexico, the United States, Uru- 
guay, and Venezuela. 
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ing twenty-three members of the League. The United States 
and Brazil were invited to designate members of this group.** 

On November 13, 1934, while the plan was in prepara- 
tion, Mr. Prentiss Gilbert, the American Consul at Geneva, 
was asked by the Secretary General of the League whether 
the United States would codperate. Mr. Gilbert replied that 
his government did not “deem this particular moment as op- 
portune for collaboration” with the League Assembly's com- 
mittee, but if in the future such a course “would appear to 
prove useful in the furtherance of peace in the Chaco,” the 
United States would inform the League to this effect and 
indicate the manner of its codperation.*® On December 7, 
after the mode of settlement had been adopted and made 
public, Mr. Gilbert notified the League authorities that the 
United States would designate a member of the Neutral 
Supervisory Commission, inasmuch as this body would be 
composed of “representatives of American states meeting on 
American soil.’*° He made it clear, however, that the dele- 
gate from the United States would not cast a vote except 
under specific instructions from his government. The United 
States declined to appoint a representative on the larger 
Advisory Committee, on the ground that this body was con- 
cerned mainly with a breach of the League Covenant, to 
which the United States was not a party. 

The peace plan was promptly submitted to both dis- 
putants. Bolivia, then hard pressed in the Chaco by the vic- 
torious advance of Paraguayan forces, and disturbed at home 
by civil dissensions and revolution,*? accepted it without 
reservations on December 10, 1934. Paraguay, however, did 
not wish to call off her forces when complete victory seemed 
so. near, and on December 18 she rejected the plan as “un- 
workable.” After unsuccessful efforts to induce the Para- 
guayan government to reconsider, the Advisory Committee 


* League of Nations Publication, Official No. A. (Extr.) 5. 1934. VII. 
™® Department of State Press Release, November 17, 1934. 

“ Ibid., December 7, 1934. 

“Cf. Appendix IX. 
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on January 16, 1935, unanimously recommended that mem- 
bers of the League lift their embargo on arms shipments to 
Bolivia and strengthen their embargo on shipments to Para- 
guay. This action was especially significant, being the 
League’s first effort to apply sanctions against a recalcitrant 
member. The committee’s recommendation made no men- 
tion of sanctions or of Article XVI of the Covenant, under 
which sanctions are applied; but the effect was the same as 
if the full force of the Covenant had been invoked. Before 
urging final resort to Article XVI, the Committee was evi- 
dently waiting for the lapse of three months,** as stipulated 
in the Covenant. 

The pronouncement of judgment on Paraguay as the ag- 
gressor did not impose any obligation on the United States 
or on any other state not belonging to the League. Never- 
theless, the recommendations were transmitted to Washing- 
ton and to Rio de Janeiro as a reminder that the codperation 
of the United States and of Brazil would be welcome. The 
United States government could not join in the League’s 
program without a special act of Congress, for the joint 
resolution passed by Congress on May 24, 1934, had con- 
templated a double embargo, and the debate attending its 
adoption had furnished ample evidence that Congress was 
unwilling to give the President authority to lay an embargo 
on one or the other of the disputants at his discretion.** The 
mood of Congress thus made it impossible for the President 
to join with the League in treating Paraguay as the aggres- 
sor even if he had been disposed to do so. Nevertheless, by 
maintaining an embargo impartially against both countries, 
the United States made it easier for the members of the 
League to exert pressure on the adjudged aggressor. If the 


“The three months would expire on February 24, 1935. Under Article 
XII, this period was to elapse before any member of the League could 
resort to war and the implication was that Bolivia on that day would be 
free to enjoy all the rights of a belligerent against Paraguay as the aggressor. 

“ Congressional Record, Seventy-third Congress, Second Session, 9660, 
9715. 
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United States had held aloof and insisted on the right of its 
citizens to sell arms to the Chaco disputants, the League's 
effort to check hostilities would have been virtually nullified. 

Neither the original dual embargo nor the later one-sided 
ban on arms shipments to Paraguay proved effective. The 
government of Argentina, which had always been friendly 
to Paraguay, stated that it could do nothing to prevent ship- 
ments to that country by water, since the rivers leading to 
Paraguay were international. And though during January 
and February, 1935, eleven governments notified the League 
Secretariat that they had removed the arms embargo against 
Bolivia,** there was no sign of stiffening it against Paraguay. 

In singling out this case for the first test of sanctions, the 
League incurred the risk of further loss of prestige, follow- 
ing its setback in Manchuria. On the other hand, the issue 
now lay with one of its smallest and weakest members and 
not with a great military power as in 1931-1932. It was sig- 
nificant that none of the twenty-three nations represented at 
the session objected to this form of sanction and that the 
great powers appeared unconcerned about establishing a 
precedent which might later prove troublesome in a dispute 
involving more important nations. 

The three months’ period allowed to Paraguay under the 
Covenant to conform with the League’s plan of conciliation 
would end on February 24, 1935, and the League had inti- 
mated that further measures would be considered in the 
event of non-compliance. But Paraguay did not wait; on 
February 23 she notified Geneva of her intention to with- 
draw from membership. Legally, her resignation would not 
become effective for two years, but actually, as in the recent 
cases of Japan and Germany, she was out of the organiza- 
tion. 

This notice of withdrawal did not free Paraguay from the 
application of sanctions, but an obstacle to this procedure 
was encountered in the strenuous opposition of the South 

“ League of Nations, Official Journal, XVI, 450, March, 1935. 
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American countries. Their often expressed hostility to in- 
tervention by Washington was now extended to any similar 
action by the League, which they regarded as chiefly a Euro- 
pean agency. Latin American pride was touched at a sensi- 
tive point when the League sought to deal more sternly with 
a small South American republic than it had with Japan 
after the Manchurian and Shanghai incidents. The neighbors 
of Paraguay not only opposed the application of new sanc- 
tions, but notified League officials informally that they would 
not attempt to enforce a one-sided embargo against that 
country. Tension developed between Geneva on the one 
hand and the South American chancelleries on the other. 

From the purely practical point of view the League’s pro- 
cedure was weakened by the fact that it was inaugurated at 
a time when Paraguay was winning victory after victory on 
the Chaco front. Beginning in December, 1934, the Para- 
guayans began driving the Bolivians steadily back from 
positions they had seized early in the struggle. By March, 
1935, they were holding virtually all the territory in dispute 
and some other territory that was admittedly Bolivia’s. But 
as Paraguay advanced further from her base Bolivia drew 
nearer to hers, and the victor’s advantages gradually dimin- 
ished until both armies were fighting on nearly equal terms. 
With her military progress arrested, Paraguay showed a 
new willingness to listen to peace proposals. 

“Preliminary soundings” of the belligerents, “with a view 
to conciliatory action by a group of American republics,” 
were made by Argentina and Chile, the states generally re- 
garded as most friendly to Paraguay and Bolivia respec- 
tively.*° Upon obtaining a favorable response, Argentina and 
Chile agreed to present a joint proposal to the League for 
settling the dispute. On March 15, 1935, their delegates at 
Geneva notified the League of the results of the preliminary 
negotiations and obtained approval of their proposal. The 
governments of Brazil, the United States, Peru, and Uruguay 

“ League of Nations Publication, Official No. C. 250. M. 1935. VIII. 
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were then invited to join in this new effort at mediation. 
The League did not wholly withdraw from the deliberations; 
it retained ultimate jurisdiction and gave the mediators un- 
til May 20 to prepare a plan which the belligerents would 
accept. 

On May 11, 1935, the mediators met at Buenos Aires and 
organized for work. Shortly thereafter, at their invitation, 
they were joined by representatives of both belligerents, and 
for the first time since the outbreak of the Chaco warfare 
direct negotiations were established between Bolivia and 
Paraguay. The progress was so Satisfactory that the League 
Assembly found no occasion to take further action when the 
time limit for reaching an agreement expired. At dawn on 
Sunday, June 9, 1935, the mediators obtained acceptance by 
the Bolivian and Paraguayan delegates of a draft protocol 
putting an end to the conflict and providing for immediate 
and effective demobilization.“ The protocol was then sub- 
mitted to the two governments, and with their approval it 
was signed on June 12. On June 14 the war came to a halt 
and a neutral military commission entered the war zone to 
supervise the observance of the truce. The signed agreement 
was offered to the Bolivian and Paraguayan Congresses for 
ratification, and this was effected in both countries on June 
21. Thus, under encouraging auspices, representatives of the 
tired and decimated belligerents met in Buenos Aires to con- 
clude the articles of peace—a task which in the next few 
weeks proved to be difficult beyond expectation. 

Whether the pacification of the Chaco by the mediation 
of American states detracted from the prestige of the League 
may be safely left for debate between the friends and critics 
of the Geneva organization. Technically, the proceedings 
were conducted within the framework of the League; they 
were initiated with the League’s approval and codperation, 
and the mediators submitted reports of their progress to 
Geneva. Yet the results were regarded in South American 

“ League of Nations Publication, C. 244. M. 119. 1935. VII. 
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capitals as a victory of Pan-American codperation over 
European diplomacy. Latin American statesmen were con- 
vinced that they had settled a major problem by their 
own efforts and had shown the world that European inter- 
vention was neither necessary nor desirable. And the United 
States, through its punctilious codperation with the South 
American mediators, had furnished another example of its 
desire to play the part of “a good neighbor.” 
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CHAPTER EIGHT 
THE INDEPENDENCE OF THE PHILIPPINES 


IN ITs relations with Latin American countries the Roosevelt 
Administration sedulously pursued an active policy of codper- 
ation. Both in speech and in act the United States con- 
ducted itself not so much as the “Colossus of the North” (as 
suspicious people to the southward described it) nor as the 
“Big Brother” (as sentimental good-willers of the North- 
ern Continent liked to think), but in a considerate spirit of 
affirmative friendliness. Whether this agreeable temper 
would continue for any length of time or under changed 
circumstances remained to be seen; but for the present the 
imperialist clothes which the United States had sported dur- 
ing and after the Spanish American War were put off, and 
a plain suit of homespun took their place. 

In such an atmosphere it was natural to push forward with 
plans for the independence of the Philippines in fulfillment 
of party platforms and official promises which had been scat- 
tered along the road for twenty years and more. But the 
problem of making the Philippines independent (for it was 
a problem, with the islands lying under the eye and all but 
under the hand of Japan), was not so simple as the matter 
of stepping out of Cuba by the abrogation of the Platt 
Amendment. Nor was it clear what should be done, in case 
independence were granted, to safeguard American and 
native interests which had been developed under the protec- 
tion of the United States—naval protection and tariff pro- 
tection. Unfortunately, a curious collection of conflicting 
motives, some selfish, some unselfish, some based on greed, 
some based on fear, conspired to set the Philippines finally 
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on the road to “freedom’”—with the result that a funda- 
mentally decent act of the United States was performed with 
certain indecencies. The political status of the Islands was 
advanced, but their economic future was crippled; and 
whether the casting off of this territory would improve or 
impair the relations between Japan and the United States, 
no man was wise enough to foresee. 


1. The Philippine Independence Act 


On January 17, 1933, Congress passed the Hawes-Cutting 
Bill, granting full freedom to the Philippines after an “‘inter- 
mediate period” of ten years. If, at the end of twelve months, 
this measure had not been formally accepted by the Philip- 
pine Legislature or by a special convention summoned to 
consider the question, it was to lapse. In October, 1933, the 
Legislature rejected the act, but left the way open for its 
later acceptance in an amended form. When therefore 
Congress met again on January 3, 1934, the Hawes-Cutting 
Act was due to expire within two weeks; but certain Philip- 
pine leaders in Washington sought extension of the time 
limit and urged amendments which would make the act ac- 
ceptable to their people. Congress failed to act by the 17th, 
and shortly thereafter a number of new bills providing for 
independence were introduced in both houses. There was no 
definite progress, however, until President Roosevelt on 
Match 2, 1934, sent a message urging that the Hawes-Cut- 
ting Act be continued in force with certain amendments, 
and that the time limit for its acceptance by the people of 
the Philippine Islands “be sufficiently extended to permit 
them to reconsider it.” 

The amendments which the President suggested were im- 
portant. The original act had provided that the United States 
at its option might retain military and naval bases in the 
Islands after otherwise complete freedom had been achieved. 

1The United States in World Affairs, 1933, 28-29. 








PHILIPPINE INDEPENDENCE 143 


Mr. Roosevelt recommended that the provision concerning 
military bases “be eliminated from the law and that these 
bases be relinquished simultaneously with the accomplish- 
ment of final Philippine independence.” He also recom- 
mended that the provision concerning the naval bases should 
be ‘so amended as to provide for the ultimate settlement of 
this matter on terms satisfactory to our own government and 
that of the Philippine Islands.” 

Shortly after the receipt of the President’s message identi- 
cal bills were introduced in the Senate and House by Sena- 
tor Tydings and Representative McDuffie. They embodied 
the amendments which the President had recommended.’ 
The bill passed the House on March 19 and the Senate on 
March 22. President Roosevelt signed it on March 24. On 
May 1, the thirty-sixth anniversary of the battle of Manila 
Bay, the new Independence Act was unanimously accepted 
by the Philippine Legislature. A constitutional convention 
was chosen in July, 1934, and completed its labors in Febru- 
ary, 1935. On March 23, a year lacking a day since the sign- 
ing of the Independence Act, President Roosevelt approved 
the new Constitution as conforming to the terms of this law, 
and it was ratified by a referendum of Filipino voters on 
May 14. 

As soon as a government should be established under this 
new Constitution, the Philippines would cease to be merely 
an “insular possession” of the United States and would be- 
come a ‘“‘commonwealth.” Save in a few important matters, 
the Filipino people would then attain complete local au- 
tonomy. The commonwealth government was to continue 
during a transition period of ten years. The United States, 
meanwhile, would be bound to defend the Islands against 
external aggression: thereafter the American protectorate 
would end and the Islands would possess all the attributes 
of sovereignty. 


* Congressional Record, Seventy-third Congress, Second Session, 3645. 
* Ibid., 5095. 
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2. The Economic Consequences of Independence 


It would oversimplify the case to describe the, granting of 
independence to the Filipino people as a case of renuncia- 
tion of imperialism by the United States. It was partly that, 
but it was due, it seems, far more to domestic conditions in 
the United States than to considerations of international 
policy. In fact, in the light of events, the question might be 
raised as to whether it was upon the United States or the 
Philippines that freedom was being bestowed. The demand 
of American farmers for protection from the competition of 
Philippine products was probably more influential than any 
other single factor. Producers of beet sugar, cottonseed oil, 
cordage, and dairy products wished to have all political con- 
nections with the Islands severed so that for tariff purposes 
they might be treated as a foreign country. Organized labor 
likewise wanted to have the Philippines subjected to im- 
migration restrictions applicable to foreign countries. 

The satisfaction of the Filipino people was therefore 
marred by the tariff and immigration provisions of the Act 
and by other restrictions applying to the Islands which were 
imposed at the same session of Congress. Definite quotas 
were placed on the duty-free imports of sugar, cocoanut oil, 
and cordage during the period of the commonwealth gov- 
ernment. Moreover, this government was required at the end 
of the fifth year to levy an export tax on all Philippine prod- 
ucts shipped to the United States. The tax would begin at 5 
per cent of the American tariff rate and would increase by 
successive stages to 25 per cent in the tenth and last year of 
the commonwealth government. Thereafter, with the attain- 
ment of complete independence by the Islands, their prod- 
ucts would be subjected to full American tariff rates. 

Although the export tax was to be paid into the Philippine 
Treasury and applied to the public debt, its effect on Philip- 
pine trade would be identical with that of an import duty 
levied by the United States. As the rate increased, its yield to 
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the Treasury would diminish, and so would the sale of prod- 
ucts to the United States. This portion of the act was severely 
criticized by Philippine leaders. They cited the fact that they 
were forbidden to impose duties on imports from the United 
States, and they complained bitterly against such unilateral 
trade restrictions. 


3. Supplementary Legislation by Congress 


The Filipino people soon had grounds for another com- 
plaint, the justice of which was acknowledged by President 
Roosevelt. The Revenue Bill of 1934 which came before Con- 
gress a few weeks after the passage of the Independence Act, 
proposed a “processing tax”’ of 3 cents per pound on cocoanut 
oil from the Philippines. An attempt was made to cushion 
the shock by imposing a duty of 5 cents on cocoanut oil from 
other countries and by providing that the proceeds of the 3 
cents tax should be paid into the Philippine Treasury. These 
concessions were of little value since imports of cocoanut oil 
from other sources than the Philippines were negligible and 
the revenue which the Islands received from the tax on their 
own product would not compensate them for their loss of 
the American market. Defenders of the tax maintained that 
it was similar to the processing levies imposed in the United 
States, but since its proceeds were not paid directly to the 
Philippine producers the two situations were in no way com- 
parable. 

From an ethical point of view, a still stronger objection 
to the tax lay in its repudiation of an implied promise in the 
Independence Act. That measure had exempted an annual 
quota of 200,000 long tons of cocoanut oil from any import 
duty by the United States during the transitional period. 
The Philippine government formally accepted this arrange- 
ment when it approved the act on May 1. The proposed oil 
tax would nullify the quota plan, and spokesmen for the 
Administration made urgent pleas for its elimination from 
the Revenue Bill. Congress, however, was under great pres- 
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sure from organized farm groups and organized labor, and 
it lacked the stuff to resist these groups on grounds of honor. 
On May 3, only two days after the Philippine Legislature 
had accepted the act with its duty-free quota of cocoanut oil, 
Congress sent the new Revenue Bill, oil tax and all, to the 
President for his approval. Mr. Roosevelt was compelled to 
accept or reject the bill as a whole, and in this dilemma he 
signed it. But on May 28 he sent a special message to Con- 
gress urging it to reconsider and repeal the oil tax, since it 
was ‘directly contrary to the intent” of the Independence 
Act. He denounced it as “a withdrawal of an offer made 
by the Congress of the United States to the people of the 
Philippine Islands” and declared that it would “produce a 
serious condition among many thousands of families” in the 
Islands. But Congress had a deaf ear for arguments based on 
fair play. 

On the same day on which the President signed the Rev- 
enue Act he signed the Jones-Costigan Act, and this too had 
a harmful effect upon the economic life of the Filipino peo- 
ple. Under this measure the Secretary of Agriculture pro- 
ceeded to fix sugar quotas for the United States, Hawaii, 
Puerto Rico, the Philippines, the Virgin Islands, and Cuba. 
The 1934 quota for the Philippines was fixed at 1,015,000 
short tons, or about 20 per cent less than the consumption 
of Philippine sugar in the United States during the preced- 
ing year. The Islands thus faced the twofold problem of 
curtailing production and disposing of surpluses. Under free 
trade with the United States Philippine sugar had enjoyed 
preferential treatment over the Cuban product to an extent 
ranging under different tariff laws from 1 to 2 cents a pound. 
As a result of this stimulus, sugar had become the chief 
export product of the Philippines and was the means of 
livelihood for a large proportion of the population. In 1933 
nearly two-thirds of the value of exports from the Philip- 
pines was expressed in sugar, and practically all of it went to 
the United States. 
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Under the Jones-Costigan quotas the Philippine sugar in- 
dustry would be left with a large surplus for which it would 
have to find new markets. Since other important exporting 
countries, such as Java and Cuba, were similarly embarrassed, 
the prospect of obtaining new outlets for Philippine sugar 
were not hopeful. Furthermore, curtailment of production 
would throw many people out of work and create the prob- 
lem of finding satisfactory substitute crops. Some observers 
in the United States believed that the encouragement which 
the government had given to the production of Philippine 
sugar for a quarter of a century‘ obliged it to ease the burden 
of economic readjustment incident to the granting of inde- 
pendence. In their judgment, the Jones-Costigan Act, instead 
of lightening the burden, actually increased it by discriminat- 
ing against Philippine sugar in favor of the domestic and the 
Cuban product. 

The framers of the Independence Act had evidently 
foreseen that certain of its provisions might have a dis- 
turbing effect on Philippine economy. Accordingly, they in- 
cluded a section looking toward a joint trade conference 
at as early a date as practicable after the establishment of 
the commonwealth government, with a view to promoting 
mutually advantageous trade relations between the two 
countries. It was expected that the new government would 
be instituted in the late autumn of 1935 and that a trade 
conference would be held near the end of the year or early 
in 1936. Anticipating this conference, President Roosevelt 
instructed the Interdepartmental Committee which was en- 
gaged on studies preliminary to tariff reciprocity negotia- 
tions, to assemble material bearing on trade with the Philip- 
pines. He also asked Governor General Murphy of the 
Philippines to collect similar data locally for the guidance 
of the conference.® 


“Philippine sugar became duty free to the extent of 300,000 short tons in 
1909. In 1913 this quota restriction was removed and sugar was admitted 
free of duty in unlimited quantities. 

® New York Times, April 11, 1935. 
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4. The Preservation of Philippine Independence 


There were marked differences of opinion as to whether 
the independence of the Islands would contribute to peace 
in the Pacific. Grave concern was expressed over the possi- 
bility that Japan might penetrate into the Islands and mete 
out to them the treatment accorded to Manchuria. It was 
argued that under the pressure of increasing population the 
Japanese would be unable to resist the attractions of this 
rich and sparsely inhabited area, capable of supplying all of 
Japan’s needs for such key commodities as rubber, sugar, 
vegetable oil, hardwoods and chromium. Emphasis was laid 
on strategic advantages in the Pacific which Japan would 
gain if she were to occupy the Islands.° 

Many who had previously been hostile to the idea of in- 
dependence now urged that, since it had been granted and 
could not be revoked without arousing the ill-will of the 
Philippines and perhaps forfeiting the respect of the world 
by such a flagrant repudiation of pledges, the United States 
should nevertheless continue to maintain naval bases in the 
Islands, as provided in the Independence Act. Other students 
of Far Eastern problems maintained, however, that in the 
event of war in the Pacific such a base would be more of a 
liability than an asset. Japan, moreover, might regard the 
retention of such a naval base as an unfriendly act directed 
wholly at herself, and it was averred that the risk of arous- 
ing her ill-will would more than offset any strategic advan- 
tages which naval bases might offer.’ Even if the granting of 
independence were a mistake, the interests of the United 
States would now be best served by prompt and complete 
withdrawal from the Islands. Strong objections were raised 
to the idea of a ten-year transition government under which 


*Cf. letter of Rear-Admiral W. W. Phelps (retired) in New York Herald 
Tribune, July 29, 1935. 

"Cf. Nicholas Roosevelt, “Laying Down the White Man’s Burden,” For- 
eign Affairs, XIII, 680-686, July, 1935, and letter of Major-General William 
C. Rivers (retired) in New York Herald Tribune, August 1, 1935. 
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the United States would continue to assume great external 
responsibilities vis-d-vis the Philippines while surrendering 
virtually all authority within the Islands. 

Facing the reality of independence, with the burdens and 
possible dangers involved, the Filipino leaders themselves 
began to show misgivings concerning the advantages of ab- 
solute separation. Their Resident Commissioner in Wash- 
ington, Mr. Pedro Guevara, spoke of a “‘startling and sud- 
den change of opinion” which had occurred in his country 
and attributed this to the unsettled political situation in the 
Far East. He recognized the hazards of the situation for a 
newly-fledged republic, and he intimated the desirability of 
perpetuating an arrangement similar to that which had been 
provided for the transition period only. 

As one way to insure the independence of the Philippines 
and to allay apprehensions concerning their future, it was 
proposed that the United States should negotiate a multi- 
lateral treaty guaranteeing their neutrality. It was assumed 
that a pact of this nature would meet with the hearty ap- 
proval of all the European powers having colonial posses- 
sions in the Pacific, since they were already concerned over 
Japanese territorial expansion and commercial aggressive- 
ness. It was further assumed that Japan could not hold aloof 
from such an agreement without placing herself in a difficult 
position before the world. But critics cited the failure of the 
Nine-Power Treaty to safeguard the territorial integrity of 
China as proof both of the inadequacy of the method and of 
the insensibility of Japan. 

According to their argument, events in the Far East since 
1931 had shown that the United States and the European 
powers either could not or would not enforce treaties to 
which they had subscribed. There appeared to be no valid 
reason for adding another such agreement to the list. In lieu 
of a multilateral pact, therefore, it was suggested that the 
United States negotiate directly with Japan and try to reach 
a satisfactory solution not only of the Philippine question, 
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but of other related issues which involved dangers of eco- 
nomic warfare, naval rivalry, and possibly an eventual 
struggle for domination in the Pacific.* Meanwhile, during 
most of 1935 American opinion, looking forward, was appre- 
hensive concerning the consequences of the Independence 
Act. Looking backward, and trying to understand what had 
come to pass, it found no clear answer. Was the Act just 
another concession to the demands of organized farmers and 
organized labor analogous to domestic legislation sponsored 
by the New Deal Administration? Or was it primarily a 
demonstration of the policy of the “good neighbor” ex- 
tended beyond Latin America to the Pacific area? Or was it 
chiefly motivated by the desire to remove one source of fric- 
tion with Japan? Whatever its motive, it had not simplified 
a complex situation, and it had created the possibility of 
plenty of trouble. 


® Cf. Chapters IX and X. 
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CHAPTER NINE 


JAPANESE EXPANSION AND THE OPEN DOOR 


THE confusion of motives which led to the relinquishment 
of the Philippines, and the uncertainties ahead, for both the 
economic and the political future of the Islands and for the 
Pacific policy of the United States, form a striking contrast 
with the confident and uncomplicated mentality of Japanese 
civil and military leaders, as they pursued one single aim— 
to attain a position, supreme and unchallengeable, in the 
Far East. Each new step in Japan’s progress, each new salient 
in her advance, engaged the close attention of Washington. 
Her extension over Manchuria, her relations with China and 
the Soviet Union, her commercial policy of internal exclu- 
siveness and external aggressiveness, were varied aspects of 
her phenomenal expansion, all of which either encroached 
upon American interests, or violated a treaty to which the 
United States was a party, or threatened to disturb the peace 
in a populous and inflammable part of the world. Yet, for 
the most part, these phenomena were observed by Washing- 
ton much as a man will stand in the street and watch his 
house burn down, unable to do anything about it, and too 
confused to try to salvage any of his possessions. 


1. Conditions in Manchuria 


At the outset of her Manchurian adventure Japan had 
been challenged, first by the United States and then by the 
League of Nations, and because of this opposition the new 
state of ““Manchukuo” remained unrecognized by any first- 
rank power except Japan herself.* This diplomatic boycott 


*On March 3, 1934, El Salvador followed the lead of Japan and formally 
recognized the government of ‘“Manchukuo.” 
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did not shake Japan’s control; on the contrary, it led her to 
take measures to insure the permanence of that control. 
Meanwhile, the anomalies in the Manchurian situation con- 
stituted a potential source of international friction. 

It had become evident that the “Manchukuo” government 
was not a myth, even though the Western powers continued 
to treat it as such. But it was equally clear that the Japanese 
claim of this government's independence was the purest fic- 
tion. Except in a legalistic sense, Manchuria had ceased to 
be a part of the Chinese Republic. Its de facto government 
was growing stronger and apparently had come to stay. The 
real seat of power, however, was not at Hsinching, the new 
capital of ““Manchukuo,” but at Tokyo. The administrative 
system was dominated throughout by Japanese officials, with 
ultimate authority vested in the general staff of the Japanese 
army. 

Chinese and Manchu officials with imposing titles were 
attached to the central government of ‘“Manchukuo,” but 
they possessed the shadow rather than the substance of au- 
thority and responsibility. The collection and disbursement 
of revenues, the fixing of salaries, the appointment and dis- 
missal of government employees, and the publication of 
laws were all under the control of a General Affairs Board, 
which had the constant “‘codperation” of the Japanese Am- 
bassador and the Japanese military.? The two Japanese am- 
bassadors who were accredited to Hsinching at different 
times in 1934-1935 were both military officers of general 
rank and were in actual command of all the Japanese forces 
in ““Manchukuo,” ranging in numbers from 50,000 to 60,000. 
The Ambassador was also entrusted with full jurisdiction in 
all places where Japan had extraterritorial rights. He was, 
in fact, more nearly a viceroy of the Emperor of Japan than 
a diplomatic representative. 

On March 1, 1934, the Japanese authorities gave further 


*H. J. Timperley, “Japan in Manchukuo,” Foreign Affairs, XII, 295-305, 
January, 1934. 
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evidence of their purpose to segregate Manchuria from 
China by the formal establishment of an imperial govern- 
ment at Hsinching. Henry Pu-yi, who had been boy Em- 
peror of China from 1908 to 1912, was crowned as the 
Emperor Kang Teh on the second anniversary of the organ- 
ization of the “Manchukuo” government, and the Manchu 
dynasty which had ruled over China for three centuries was 
now revived in the new state.® 

The project of a new Asiatic empire, which Japan now 
revealed to the world, directed attention anew to the non- 
recognition policy to which all the great Western powers 
had steadily adhered. Many European newspapers inter- 
preted the creation of a “puppet Emperor” as a clever device 
on the part of Japan to emphasize the lack of reality and the 
inherent inconveniences of the non-recognition policy. The 
London Times declared that countries with trading interests 
in the Far East would soon find it necessary “to reconcile 
their trading activities in Manchuria with the policy of recog- 
nition,” regardless of what “‘may be thought of the origins 
of the new state.’”* France had long shown signs of luke- 
warmness toward a policy of negation, and it was regarded 
as significant that a few days after the coronation a repre- 
sentative of French business interests signed an agreement 
with the South Manchuria Railway forming a Franco-Japa- 
nese syndicate for marketing French goods in Manchuria 
on a long-term credit basis.® 

In the United States this new phase of the Japanese policy 

* Henry Pu-yi had been acting as Regent, or Chief Executive, of ‘“Man- 
chukuo” since March 9, 1932. Born in 1906, he had been designated by 
the Empress Dowager of China as successor to the throne as Emperor Hsuan 
Tung, while his father acted as Regent. After the overthrow of the Manchu 
dynasty in 1912 he was allowed for a time to remain in the imperial palace 
at Peking, but in 1924, after some hazardous experiences, he took up his 
residence in the Japanese concession at Tientsin, and was still residing there 
when designated as Regent of “Manchukuo” in 1932. After giving up the 
Chinese throne he had adopted Western customs and assumed the name of 
Henry Pu-yi. 


*Times (London), May 4, 1934. 
®* New York Times, March 5, 1934. 
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on the Asiatic mainland was viewed no more sympathetically 
than the preceding steps by which Japan had tightened her 
grip on Manchuria. The New York Herald Tribune believed 
it necessary “to point out again that Manchukuo exists by 
virtue of a treaty violation which no nation that hopes for 
any security from treaties for its interests in Asia and the 
Pacific can ever afford to condone.’’® Yet there were indica- 
tions in some quarters that the failure of the League or of 
any concerted action by the great powers to check the Japa- 
nese conquest of Manchuria had made it more difficult for 
the United States to persevere with the Stimson doctrine. 
Such a view was thus expressed by the New York Journal 
of Commerce: 


From a realistic standpoint, it is difficult to make a case now 
against recognition of Manchukuo by this country within the near 
future. The government of the Emperor Kang Teh is certainly not 
the first that has come to power with the help of the armed forces 
of another nation. It is in many respects the most stable and efficient 
that any portion of China has enjoyed for a long time past... . 

The principle of the maintenance of the territorial integrity of 
China, which John Hay made an element of American foreign 
policy thirty-five years ago, prevented the European powers from 
carving up that country as they did Africa at an earlier period. It 
has not helped, however, to give the mass of the Chinese people 
the type of government they need to permit orderly economic prog- 
ress.7 


The enthronement of an emperor in the new state was 
clearly designed to create an impression of legitimacy and 
of stability in its government, and it naturally led to the 
weighing of practical considerations against abstract princi- 
ples, as revealed in these comments from the press. But there 
were many reasons why the government of the United States 
should make no change in its attitude toward “Manchukuo.” 
In the first place, through the enunciation of the Stimson 
doctrine it had laid down the broad principle that it would 


®New York Herald Tribune, March 19, 1934. 
* Journal of Commerce, Match 5, 1934. 
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recognize no ‘‘situation, treaty, or agreement’ which violated 
the obligations of the Pact of Paris and the treaties to 
which Japan, China, and the United States were parties. 
Secondly, since it was at the instance of the United States 
that the League of Nations had declared that observance of 
this principle was incumbent upon all its members, the 
United States could not in decency turn about and repudiate 
the doctrine which it had led them to accept. Finally, even 
if the United States government had not made this special 
commitment its obligations under the Nine-Power Treaty 
bound it not to enter into arrangements with any other power 
“which would impair the territorial and administrative in- 
tegrity of China.” 

It was obvious that the recognition of ““Manchukuo” as 
an independent state would mean such impairment. Indeed, 
under the interpretation of the Washington treaties by Sec- 
retary Stimson in February, 1932, unilateral recognition by 
any of the signatories of the Nine-Power Treaty would have 
been a blow to the whole peace structure in the Pacific area. 
According to Mr. Stimson, all the agreements entered into 
at the Washington Conference in 1921-1922, including the 
limitation of navies, the suspension of further fortification at 
certain points, the maintenance of the Open Door and re- 
spect for territorial integrity of China, were “interrelated 
and interdependent” parts of a whole, and the modification 
of one arrangement would affect the others with which it 
was connected.® 

The Far Eastern policy of the Roosevelt Administration 
during 1934-1935 was consistent with this declaration. But 
the United States and the other Western powers were none 
the less aware that Japan’s steady consolidation of her posi- 
tion in Manchuria in the face of their protests and invoca- 
tion of treaties was creating an increasingly awkward situa- 
tion. And conditions might have become even more awkward 


® Department of State Press Release, February 24, 1932; The United States 
in World Affairs, 1932, 213-214. 
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for them if Japan had been willing to accord them full privi- 
leges of the Open Door in a country whose new government 
they did not recognize. Japan, however, in deciding to with- 
hold these privileges actually defined the issues more clearly 
and perhaps made it somewhat easier for the other great 
powers to adhere to their policy of non-recognition. 


2. Closing the Door in “Manchukuo” 


Both in its proclamation of independence in 1932 and in 
its note to forty-nine powers, the government of ‘Man- 
chukuo” had declared that the principle of the Open Door 
would be faithfully observed. These pledges were put to a 
practical test with the incorporation, on February 21, of the 
Manchuria Petroleum Company. The charter was skillfully 
drafted in order to preserve on paper the principles of the 
Open Door. It stipulated that the company should not have 
a monopoly of the oil business in “Manchukuo,” that for- 
eigners might hold shares, and that the importing, export- 
ing, and refining of oil should remain in the hands of private 
business concerns. The sale and distribution of oil within 
“Manchukuo,” however, would be conducted through a 
government monopoly. It was this part of the plan which 
affected foreign oil companies, for it would cut them off 
from the retail business which they had developed over a 
long period of years. 

The real nature of this arrangement was further revealed 
in the capital set-up of the Manchuria Petroleum Company. 
One-fifth of its capital was reserved for the “Manchukuo” 
government, two-fifths were allotted to various Japanese 
interests, and two-fifths to the South Manchuria Railway 
Company, one-half of whose stock was held by the Japanese 
government. When foreign oil companies in Manchuria 
made inquiries, with a view to possible participation in the 
share ownership, they were informed that the entire capital 
had been fully subscribed. 

About 55 per cent of the oil imported into Manchuria was 
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in the hands of two American companies;® 25 per cent was 
in the hands of a British company, and only about 10 per cent 
was in Japanese hands. Netherlands and Soviet interests were 
also affected to some extent by the new arrangement. During 
the last half of 1934 the governments of the United States, 
Great Britain, and the Netherlands filed with the Japanese 
government repeated notices of their objections to this 
policy. In going directly to Tokyo they made it clear that 
they still regarded “Manchukuo” as a creation of the Jap- 
anese government rather than an independent state. They 
insisted, moreover, that the new oil policy was a direct vio- 
Y lation of the Open Door principle to which Japan had sub- 
scribed under the Nine-Power Treaty. The correspondence 
between Japan and the protesting governments was not pub- 
lished, but its substance was made known by the official 
spokesman for the Japanese Foreign Office. The Japanese 
at first took the position that the oil question was purely a 
matter of business, and that the business men affected should 
negotiate directly with “Manchukuo.” Tokyo disclaimed any 
responsibility in the matter,’® but averred that it had learned 
from the “Manchukuo” authorities that there had been no 
discrimination against other nationalities and that it was 
merely an accident that the Japanese shareholders held the 
majority of the stock of the Manchuria Petroleum Company. 
In spite of the objections of foreign governments the oil 
monopoly became effective on April 10, 1935. Since the 
Manchuria Petroleum Company’s refineries at Dairen and the 
Fushun shale-oil extraction plant were capable of supplying 
only about one-half of domestic requirements, it was assumed 
that the American and European companies would not be 
immediately forced out of business by Japanese competition. 
Nevertheless, the “Manchukuo” government proposed to 


*The Standard Vacuum Oil Company was handling about 35 per cent 
of the oil imports into “Manchukuo” and the Texas Oil Company about 
20 per cent. The British Asiatic Petroleum Company handled about 25 per 
cent. 

” New York Times, December 2, 1934. 
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take over their storage and marketing equipment at its own 
valuation, with no allowance for good will, and the com- 
panies faced not only the loss of their retail business, but the 
expropriation of part of their property and increasing com- 
petition from a government-fostered refinery. There was also 
complaint that the Japanese kerosene imported at Dairen 
was classified as “light oil,” subject to a duty of 5 cents a 
gallon, while non-Japanese imports were classed as kerosene 
and were dutiable at 29 cents." 

In the face of the repeated representations from other gov- 
ernments, the Japanese authorities became more unyielding 
and eventually took the position that the powers which re- 
fused to recognize ‘“‘Manchukuo” had forfeited all claims to 
privileges of the Open Door. In pursuance of this policy 
Japan may have been seeking to establish a better bargain- 
ing position for obtaining eventual recognition, but she was 
undoubtedly influenced in some measure by a desire to ob- 
tain for her own nationals a larger share of the “Manchu- 
kuo” market for a necessary commodity, and she may also 
have had in mind the need of additional naval oil reserves 
near at home.”” Closing the Open Door impinged on Ameti- 
can interests, but it was entirely consistent with other phases 
of Japanese policy in Eastern Asia. 

™ Bulletin of International News, Vol. XI, 735, May 2, 1935. 

% Abridgement of the Open Door policy was not confined to the oil busi- 
ness. In November, 1934, two American automobile companies which had 
begun the construction of an assembling plant at Dairen decided to abandon 
this project because of the unfriendly attitude of the “Manchukuo” authori- 
ties. This attitude was attributed to favoritism to a Japanese manufacturer 
who had established a plant at Mukden. Cf. New York Herald Tribune, 
November 1, 1934. 

The same type of restriction was also being extended in Japan. For ex- 
ample, on August 9, 1935, the Japanese Cabinet announced that it would 
present to the Diet at its next session a measure restricting the production 
of automobiles in Japan to companies whose stocks were held in Japanese 
hands to the extent of more than 50 per cent. If enacted, this measure 
would exclude the Ford Motor Company and the General Motors Corpora- 
tion from operations in Japan unless they permitted Japanese to acquire con- 


trol of local production. This plan was broached ostensibly as a measure 
of national defense. Cf. New York Times, August 10, 1935. 


7 EEEReERONT 





JAPANESE EXPANSION 


3. Russo-Japanese Relations 


In the strained relations between Japan and Soviet Russia 
during 1934 and 1935 Washington saw further indications 
of a situation in the Far East which might eventually affect 
American interests. Manchuria had ceased to be a buffer be- 
tween these two powers. They had been brought face to 
face, and between them there were three possible sources of 
controversy: the boundaries between Japanese and Soviet 
spheres of influence in Asia were ill-defined, and there was 
disagreement over the terms of sale of the Chinese Eastern 
Railway, and over Japanese fishing rights in Russian terri- 
torial waters. 

These controversies produced such intense feeling that in 
the early months of 1934 both Japanese and Soviet officials 
issued frequent statements in which each accused the other 
of aggression and of preparation for war. In a widely-read 
Japanese magazine Lieutenant-Colonel Seiichi Aoki, spokes- 
man for the War Office, published an article on “The In- 
evitability of a Russo-Japanese War,” in which he said that 
there could be no compromise between Japan’s responsibility 
for the maintenance of peace in the Far East and Soviet mili- 
tary preparations.’* Such statements had their counterpart on 
the Russian side. Thus M. Voroshiloff, the Soviet Commis- 
sar of War and Marine, told the All-Union Communist 
Congress that “despite all the efforts of our diplomats, we 
have not yet succeeded in convincing the ruling circles in 
Japan that peace is better than war, that war with us will not 
be easy for the Japanese militarists, nor simple, nor small.” 
And M. Joseph Stalin, in discussing Japanese relations before 
the same Congress, boldly asserted, “We do not fear threats 
and are ready to give blow for blow.’* 

The apprehensions of the two rival powers with respect 

* Cf. Tyler Dennett, “America and Japanese Aims,” Current History, 


XXXIX, 767, March, 1934. 
“ New York Times, January 28, February 4, 1934. 
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to each other's territorial aims were shown in deeds as 
well as words. The Japanese were rapidly converting Man- 
churia into a great military base. Between 1932 and 1933 
about 1,060 miles of new railway were constructed, and 
military highways were also being pushed toward the 
frontiers.’° The Russians, too, were active across the border. 
They were busily installing a block-signal system and second 
tracks on a long stretch of the Trans-Siberian Railway, pre- 
sumably for the purpose of increasing its military effective- 
ness. They were also erecting steel and concrete fortifications 
at the more vulnerable positions on the Manchurian frontier 
and had assembled a large air force within striking distance 
of the industrial centers of Japan.*® 

In 1934 and 1935 the military budgets of both govern- 
ments showed a marked increase over those of 1933. In 
November, 1934, the Cabinet at Tokyo voted the largest 
army expenditures in Japanese history, with a grant of 490 
million yen, compared with 390 millions in 1933 and 448 
millions in 1934. The Soviet government likewise increased 
its army appropriation from 1,573 million rubles in 1933 to 
1,795 millions in 1934.77 Mr. Stanley Baldwin was not ex- 
aggerating when in a public address on February 14, 1934, 
he described Japan and Soviet Russia as “armed to the 
teeth.” 

It now appears that these military preparations indicated 
no will for war, but a fear of it. At that time the Japanese 
and Soviet governments were both confronted by so many 
other urgent problems that they had no desire to force a 
conflict. It was obviously with an aim to remove one source 


%*H. J. Timperley, “Japan in Manchuria,” Foreign Affairs, X11, 295-305, 
January, 1934. 

*® Some military observers believed that the large Russian air force in the 
Far East would not be used in the event of war to bombard Japanese cities, 
but to interrupt the flow of military supplies from Japan to the continent. 
Cf. T. F. Betts, “The Strategy of Another Russo-Japanese War,” Foreign 
Affairs, XII, 592, 603, July, 1934. 

League of Nations, Armaments Year Book, 1934, 441, 725; New York 
Times, November 23, 1934. 
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of friction that the Soviet government in May, 1933, had 
offered to sell the Chinese Eastern Railway to Japan. Ever 
since the Japanese occupation of Manchuria this road had 
been a cause of contention between the two governments. 
During raids of bandits the line had been cut, trains had 
been wrecked, employees assaulted and murdered, passengers 
robbed and kidnapped, and rolling-stock burned. All this 
had occurred in territory outside the Soviet government's 
jurisdiction, and Moscow suspected that some of the depreda- 
tions were winked at if not abetted by Japanese officials in 
the hope that they might make the Russians willing to dis- 
pose of the property at a low price. 

To all complaints from Moscow Tokyo replied with the 
usual denial of responsibility and an intimation that repre- 
sentations should be made to the ““Manchukuo” government, 
which Soviet Russia had not recognized. Moscow therefore 
faced the choice of defending the railway by force or selling 
it on the best obtainable terms.’* It chose the second course. 
Negotiations with the “Manchukuo” authorities began in 
June, 1933, with Japanese delegates acting as intermediaries, 
and they dragged on, with several intermissions, for eighteen 
months. For a considerable period the proceedings were in 
a state of deadlock which was not conducive to a better 
understanding between the two governments, but an agree- 
ment was finally reached on January 22, 1935, and was 
formally initialed in Tokyo on March 11.” 

The agreement was coupled with a Soviet-Japanese proto- 
col, in which the Japanese government undertook to guar- 
antee ‘“Manchukuo’s” performance of her obligations. Since 
Moscow still withheld recognition, it was clear that some 


® The United States in World Affairs, 1933, 238-239. 

* At the beginning of the negotiations the Russians offered to sell the 
railway for 250 million gold rubles; the Manchurian bid was 50 million 
paper yen, or about 10 per cent of the price asked by the Russians. The price 
agreed upon was 140 million yen for the railway and 30 million yen in re- 
tirement allowances to Soviet employees who would be displaced under the 
new ownership. 
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arrangement of this sort was necessary. By thus sponsor- 
ing the purchase of the Chinese Eastern Railway, Japan 
succeeded in removing the major base of Soviet influence 
from Manchuria. Likewise, in giving up the railway, the 
Russians eliminated one source of friction with the Japanese. 
The transaction had a special significance in that it meant 
the abandonment by the Russians of their last effort to main- 


, tain a connection with the warm-water ports of the Pacific. 


Their designs in this direction had long been a cause of 
apprehension among Japanese leaders. This uneasiness was 
now at an end, and with another thousand miles of railway 
in their undisputed control the Japanese could accelerate 
the consolidation of their position on the Asiatic mainland. 

But there were other issues between the Japanese and 
Soviet governments still awaiting settlement. Their dis- 
agreement over Japanese fishing rights in Russian waters 
grew out of differing interpretations of the fisheries treaty 
of 1928, and while in itself carrying no threat of conflict it 
served for a time to subject Russo-Japanese relations to a 
further strain after they had seemed to many acute observers 
to be already near the breaking-point. The sale of the 
Chinese Eastern Railway brought improvement in the Far 
Eastern situation, but the question of boundaries was yet to 
be settled. The Soviet leaders might readily dispose of a 
transportation line which had become something of a white 
elephant, but maintenance of the integrity of their frontiers 
was a cardinal principle of their faith. They believed that 
lands which had once been within the domain of Commu- 
nism ought under no circumstances to be surrendered again 
into capitalist hands. And since they suspected that Japanese 
imperialists cherished ambitions eventually to extend Japan’s 
jurisdiction over the maritime provinces of Siberia and over 
Outer Mongolia, the reasons for their distrust of Tokyo were 
readily apparent. 

A matter of more immediate concern was the definition of 























JAPANESE EXPANSION 163 


boundaries between areas in which the Japanese were al- 
ready in control and those under Soviet jurisdiction. At some 
points it was impossible to say exactly where ““Manchukuo” 
ended and Soviet or Mongolian territory began, and there 
had been a number of frontier incidents which revealed the 
dangers inherent in these debatable areas. The Japanese were 
especially disturbed at the concentration of Soviet military 
forces near the borders of Northern Manchuria. They were 
also apprehensive concerning possible air attacks, to which 
their industrial cities, with a vast amount of inflammable 
construction, would be highly vulnerable. The air service 
was one branch of the military establishment in which the 
Soviet Union possessed a patent superiority over Japan. 

As regards armament, the situation between Japan and 
Soviet Russia was not unlike that in Western Europe. In 
negotiations between the two governments the Japanese in- 
sisted on a limitation of land forces by the creation of a 
demilitarized zone, while the Russians, like the French in 
the West, insisted that arrangements for security should 
precede regional disarmament. They had sought at various 
times to conclude a non-aggression pact with the Japanese, 
but without success.”” Tokyo wished first to settle the other 
issues to its satisfaction, and was disposed to postpone con- 
sideration of a pact until the principal causes of friction be- 
tween the two governments had been removed. Moscow, 
however, felt that it would be making a one-sided sacrifice 
in agreeing to reduce its forces on the frontiers. Because of 
the proximity of Japanese military bases there was no need 
for Japan to concentrate troops on the Manchurian border, 
and she would lose no strategic advantage by a demilitariza- 
tion of frontiers. For the Soviet Union, however, the effect of 
demilitarization would have been far different because of the 
remoteness of its bases and its still inadequate transportation 
facilities. 


” Cf. The United States in World Affairs, 1933, 241; Contemporary Japan, 
IV, 1-7, June, 1935. 
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4. ‘A Monroe Doctrine for Asia” 


The issues which had arisen between Moscow and Tokyo 
received the close attention of Washington. Any threat to 
peace in the Far East concerned the government of the United 
States as a signatory of the Pact of Paris, and any threat to 
the territorial integrity of China or to the Open Door, which 
might develop out of the confused situation on the Asiatic 
mainland, concerned the United States as a signatory of the 
Nine-Power Treaty of 1922. So long, however, as the Jap- 
anese and Soviet governments refrained from overt hostile 
acts and sought to reach an understanding by direct negotia- 
tion, as in the case of the Chinese Eastern Railway, the atti- 
tude of the United States remained correctly passive. 

But on April 17, 1934, Japan took an unexpected step 
which seemed to bear directly on American rights and inter- 
ests in the Far East. On that day Mr. Eiji Amau, spokesman 
of the Foreign Office in Tokyo, made a statement to the 
representatives of the Japanese press which was generally 
interpreted as a warning to the United States and other West- 
ern powers to refrain from any activities in China which 
Japan might regard as prejudicial to her own interests. And 
by implication, Japan alone was to judge what was preju- 
dicial. Mr. Amau stated informally that Japan had incurred 
“special responsibilities in East Asia” which could not be 
evaded owing to her “position and mission,” and in conse- 
quence she might find herself in duty bound to “act alone on 
her own responsibility.” As a matter of principle, therefore, 
Japan was opposed to any joint operations in respect to China 
“undertaken by foreign powers, even in the name of technical 
or financial assistance,” because such undertakings would 
acquire “political significance” and might have “most serious 
repercussions upon Japan and East Asia.” 

Ostensibly, the statement was aimed at various plans then 
under discussion for financial aid to China. The United States 
government had already arranged through the Reconstruc- 
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tion Finance Corporation to furnish the Chinese government 
with a large credit for the purchase of American wheat and 
cotton. For some time there had also been reports of a 
projected reconstruction loan to China under the auspices of 
the League of Nations, somewhat along the line of the League 
loans to Austria. These loans were distasteful to Japan. They 
would tend not only.to create new links between China and the 
Western nations, but also to stimulate China’s internal uni- 
fication, and such developments were not consistent with 
Japanese ambitions. The Japanese Ambassador at Wash- 
ington, Mr. Saito, had maintained that the American credits 
to China had been misapplied, and that most of the cotton 
and wheat had been resold and the proceeds used for the 
purchase of armament which might some day be employed 
against the Japanese. Mr. Saito also spoke of the activities 
in China of agents of foreign aircraft manufacturers and 
of the building of new airdromes and landing-fields, and inti- 
mated his belief that this new equipment was intended for 
use some day against Japan. 

But the Amau statement was broader than a mere protest 
against loans which might prove inimical to the interests of 
Japan. In essence, it was a declaration of Japanese hegemony 
over China, and for this reason it caused a sensation through- 
out the Western World.” On the following day a spokes- 
man for the Japanese War Office went the Foreign Office 
one better, and was quoted as saying that the Nine-Power 
Treaty “is no longer of practical value and has become null 
and void.”** Four days later, on April 23, 1934, there came 
a third statement, this time from Mr. Masayuki Yokoyama, 
Japanese Consul General at Geneva. He told the interna- 
tional newspaper correspondents in that city that he wished 


*™ No official version of this statement was published. The foregoing quo- 
tations are from the version transmitted to London by the British Ambassa- 
dor in Tokyo and laid before the House of Commons by Sir John Simon. 
Cf. Parliamentary Debates, House of Commons, CCLXXXVIII, 1366, April 
23, 1934. 

* New York Herald Tribune, April 19, 1934. 
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to clear up certain misunderstandings which had arisen from 
the recent declaration of the Foreign Office, but the care- 
fully prepared paper from which he read merely reiterated 
for the most part what had already been said by Mr. Amau. 

These various declarations were irritating and puzzling not 
only in their content, but also in the mode of their presenta- 


(tion. The selection of minor officials as mouthpieces— 


ee 


; 





subordinates for whose informal statements the government 
could not be held directly responsible—seemed to Occidental 
minds an indication that Tokyo was seeking by devious 
methods to attain an objective which it had not the courage 
or the honesty to demand outright from the other powers. 
In any event, the implied claim of Japan to a right to veto 
financial or commercial transactions between China and other 
countries was a virtual denial of Chinese sovereignty, and 
this denial was in no way abated by the Japanese claim that 


| such a veto was necessary to maintain peace in Eastern Asia. 


In much of the press comment the Amau statement was 


~~ 
described as the enunciation of a Monroe Doctrine for Asia. 


Japan’s insistence that the Western powers should refrain 
from attempts to acquire any new concession or additional 
political influence in Chinese territory may indeed have borne 
some resemblance to the Monroe Doctrine, but there the 
parallel ended. There was nothing in the theory or the prac- 
tice of the Monroe Doctrine which was comparable with 
the policy now proposed by Japan with respect to China. 
The Monroe Doctrine did not prevent British, French, or 
other investors and traders from entering the Latin Ameri- 
can markets and engaging in financial and commercial trans- 
actions with absolute freedom. But under the new Japanese 
doctrine Western business concerns might be prevented from 
lending money or selling certain goods or rendering tech- 
nical assistance™ to China if, in Japan’s opinion, these trans- 
actions were not consistent with the best interests of Eastern 


* Such, for example, as the training of commercial aviators by foreign in- 
structors. 


; 
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Asia. Japan, furthermore, would decide for herself whether 
these transactions were desirable, and she went so far as to 
suggest that “legitimate foreign interests should consult 
Tokyo before embarking on any adventures” in China. Such 
a policy could in no real sense be properly described as an 
extension of the Monroe Doctrine to the Far East. It was a 
unilateral declaration of Japan’s purpose henceforth to be 
the sole arbiter of the destiny of China. 

- Great Britain, with her extensive interests in the Far East, 
was appropriately enough the first of the great powers to 
take official notice of the claims put forward by Japanese 
officials. On April 23, 1934, the British Ambassador at Tokyo 
made a “friendly inquiry” of Mr. Hirota, the Japanese For- 
eign Minister, concerning Japan’s intentions, and coupled 
this with a caution that the principle of equal rights in 
China was explicitly guaranteed by the Nine-Power Treaty. 
Mr. Hirota was also reminded that Article VII of this treaty 
made it the duty of each of the signatories to consult with 
the others whenever a situation arose which seemed to fall 
within the provisions of that agreement.” 

The Japanese reply to the British inquiry was not pub- 
lished, but its general tenor was made known to the House 
of Commons by Sir John Simon. Mr. Hirota disclaimed any 
purpose on the part of his government to disregard treaties 
or to infringe on the rights of other nations in China. The 
inference to be drawn concerning the Amau statement, in 
the light of this disclaimer, was that it was an expression of 
official opinion but not an official declaration of the gov- 
ernment’s policy. The technique is readily understood in 
diplomatic circles, and here it served a useful purpose. For 
the Japanese government thus assured its co-signatories of 


“This article is as follows: 

The Contracting Powers agree that, whenever a situation arises which in the 
Opinion of any one of them involves the application of the stipulations of 
the present treaty, and renders desirable discussion of such application, there 
shall be full and frank communication between the contracting powers con- 
cerned. 
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the Nine-Power Treaty that it had no intention of abandon- 
ing the plan of codperation prescribed by that agreement, 
and at the same time it did not expressly repudiate a policy 
which several of its spokesmen had set forth as a desirable 
course of action. There was no backing down or losing of 
“face,” and at the same time the government's position was 
kept officially correct. The views of those who demanded a 
paramount position for Japan in the affairs of East Asia 


,_ Still remained part of the record. 


On April 29, 1934, just a few hours before the Japanese 
reply to the British note was called up for discussion in the 
House of Commons, Mr. Joseph C. Grew, the United States 
Ambassador to Japan, presented the case for his government 
to Mr. Hirota. The United States, unlike Great Britain, made 
no inquiries as to the intentions of Japan. Its statement was 
restrained in tone and almost platitudinous in its references 


_ to the observance of international law and treaty obligations, 


and it called for no reply.” Nevertheless, it had some sig- 


, nificance as the first positive declaration by the Roosevelt 


' Administration on the Far Eastern situation. While the Ad- 
| ministration gave unqualified support to the Pact of Paris, 
_ it showed no inclination to assume leadership, as its predeces- 
_sor had done in 1931-1932, in opposing Japan’s aims with 


| respect to China. Mr. Roosevelt apparently had decided 


that the initiative should now be taken by governments 
whose stake on the Asiatic mainland was greater than that 
of the United States. Washington’s representations to Tokyo 
were intended mainly to avoid creating the impression that 
the United States was silently acquiescing in Japan’s new 
interpretation of her position. 

It was evident that neither the American nor the British 
government wished to force this issue. They were seek- 
ing to make their position clear and then let the record 
stand. Sir John Simon told the House of Commons that the 
Japanese reply to the British note of inquiry was “reasonably 

™ Department of State Press Release, April 30, 1934. 
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clear” and that his government was “content to leave this 
particular question where it is.”*° Nevertheless, the failure 
of either the British or the Japanese government to pub- 
lish the text of Mr. Hirota’s reply to the British note gave 
rise to rumors that the Japanese assurances were accom- 
panied by reservations which, if published, would have 
made it impossible for the British Foreign Office to accept 
Mr. Hirota’s explanations as satisfactory. The spread of such 
rumors bore witness to the uncertainties, apprehensions, and 
suspicions which had been aroused by Japan’s repeated mani- 
festations of new ambitions on the continent of Asia. These 
suspicions were not removed by the comments of the British 
Foreign Minister, which in this instance left something still 
to be explained. 

Two other signatories of the Nine-Power Treaty, France 
and Italy, also addressed notes to Japan in support of the 
position taken by London and Washington. The French 
note was so worded that it drew from Tokyo a further ex- 
position of Japan’s conception of her treaty obligations. The 
French government expressed its confidence that if Japan 
ever feared that the peace of Eastern Asia was about to be 
disturbed she would seek, “in concert with other powers, to 
find a legal solution following the principles in the Wash- 
ington Treaty.”** In suggesting that full and frank consul- 
tation should precede any action, the French government 
appeared merely to be invoking Article VII of the treaty, 
but the note succeeded in forcing Mr. Hirota’s hand. He 
could not tacitly accept this interpretation without admitting 
by implication that Japan had violated the treaty in her mili- 
tary operations in Manchuria and Shanghai. Consequently, 
Mr. Hirota took occasion, in an address to a group of Jap- 
anese officials on the day following the receipt of the French 
note, to reject the French suggestion for a conference of 


* Parliamentary Debates, House of Commons, CCLXXXIX, 14, April 30, 
1934. 

™" New York Times, May 4, 1934; C. C. Wang, “The Pan-Asiatic Doctrine 
of Japan,” Foreign Affairs, XIII, 59-67, October, 1934. 
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treaty signatories in the event of a threat to peace in the 
Far East. He declared that his government had no objection 
whatever to an exchange of views with each individual 
signatory, but that it would be unwise to reproduce situa- 
tions similar to those which Japan had encountered at 
Geneva. In other words, since Japan in all probability would 
be outvoted in a conference of signatories, she would de- 
cline any invitation to a collective consultation. 

This interpretation would deprive Article VII of what- 
ever effectiveness it might otherwise have had. Obviously, 
bilateral consultations conducted seriatim would accomplish 
little or nothing in dealing with a critical situation in East- 
ern Asia. By refusing to consult with other powers as a 
group Mr. Hirota was virtually restating in a negative way 
Mr. Amau’s declaration of Japan’s paramount position in 
Far Eastern relations. 

Japan could hardly have expected that the other powers 

‘ would accept her dictum that they must deal with the 
Chinese government only on terms acceptable to herself. 
Her real purpose, presumably, was to warn China against 
receiving financial or technical assistance except with the 
approval of Japan. If this warning was heeded, it would not 
matter what attitude the great powers took toward the Jap- 
anese claims; for if China refrained from borrowing and 
buying they could not lend and sell. But China’s acceptance 
of such conditions would have meant the end of her sover- 


(_eignty and independence. 


5. Japan’s Commercial Invasion of the West 


While Japan was thus seeking to close the door to the 
Western nations in China and ‘““Manchukuo,” she was con- 
ducting a vigorous drive for trade in the markets of her 
competitors. The foreign trade of Japan began to expand 
rapidly in 1932, when world trade as a whole was in the 
doldrums, and by 1935 its value had almost reached the pre- 
depression level. 
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The first countries to suffer from this new competition 
were certain members of the British Commonwealth. By 
1933 Japanese textiles were flooding markets in which 
British goods had long held first place, especially in India, 
the Straits Settlements, Egypt, and East Africa. Through ex- 
tensive Organization and control, cheap labor, improved 
machinery, development of technical skill, and the deprecia- 
tion of their currency, Japanese manufacturers gradually 
extended their business in fields where until recently they 
had hardly been able to gain a foothold. In 1933 Japanese 
exports of cotton fabrics exceeded those of the British for 
the first time, and in 1934 they exceeded them by nearly 30 
per cent. Japan with 8,000,000 spindles was exporting as 
much cotton goods as Great Britain was with 50,000,000 
spindles operating at much greater cost.”* In India, Japanese 
textiles began to supplant not only the products of Lan- 
cashire, but also those of Indian mills which had been pro- 
ducing about three-fourths of domestic requirements. 

Japanese manufacturers were accused of “dumping,” and 
the feeling in India became so bitter that the government 
early in 1933 denounced its treaty giving Japan most- 
favored-nation treatment.”* It also increased the duty on non- 
British cotton goods from 50 to 75 per cent, while leaving 
the preferential tariff on British goods at 25 per cent. Out 
of this situation came a conference of British, Indian, and 
Japanese cotton manufacturers at Simla, India, late in 1933. 
On January 5, 1934, the conference gave its approval to a 
projected commercial treaty which would restore the 50 per 
cent duty on Japanese cotton goods, but would restrict maxi- 
mum annual imports from Japan to 400 million square 
yards® in return for the Japanese purchase of 1,500,000 
bales of Indian cotton. 

This agreement affected only the trade between Japan 


*K. K. Kawakami, “Britain's Trade War with Japan,” Foreign Affairs, 
XII, 483-494, April, 1934. 

” The United States in World Affairs, 1933, 235. 

” The peak had been about 600 million square yards. 
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and British India, but the British were feeling Japanese com- 
petition to an increasing degree in other parts of the Empire 
and in Latin America. Accordingly, a second conference of 
British and Japanese manufacturers was held in London in 
February, 1934. When this broke down in March, the Brit- 
ish government initiated negotiations afresh with the Jap- 
anese Ambassador in London, but with no better success. 
The British wished to allocate the textile trade of the two 
countries among the world’s markets, but since the Japanese 
had nothing to gain and much to lose by such an arrange- 
ment they promptly rejected the proposal. On May 7, 1934, 
Mr. Walter Runciman, President of the British Board of 
Trade, informed the House of Commons that steps would 
be taken “with a view to reinstating this country in the posi- 
tion in those markets which it held before the present ab- 
normal period,” and that a quota system would be employed 
in the crown colonies limiting imports of foreign cotton and 
rayon textiles to the average of the years 1927-1931. 

In the United States this action was generally regarded as 
a declaration of a trade war between Great Britain and 
Japan. The war was still limited in scope, for the British 
restrictions applied only to the less important parts of the 
Empire and they would mean a loss to Japan of not more 
than 5 per cent of her textile exports. But Mr. Runciman 
warned that the quota system might be extended to other 
commodities, and that the United Kingdom might also re- 
sort to additional protection.** Japan had already anticipated 
drastic British action by passing the Trade Safeguarding 
Act a few days before Mr. Runciman’s announcement. This 
measure authorized the government to raise tariff rates and 
resort to quotas and even embargoes against nations which 
employed similar measures against Japan. 

The Japanese government, however, did not use the re- 
taliatory weapons placed at its disposal. While the quota 


© Parliamentary Debates, House of Commons, May 7, 1934, CCLXXXIX, 
718; Times, (London), May 8, 1934. 
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system in the crown colonies sharply reduced their imports 
of Japanese textiles, the total amount of trade thus affected 
was small; in the meantime Japanese exports to other parts 
of the Empire continued to increase and tended to offset 
the loss in the crown colonies. And since some of the British 
dominions sold more to Japan than they bought from her, 
they did not share in the alarm of Lancashire over Japanese 
commercial expansion.** The Anglo-Japanese tariff war, 
therefore, did not proceed beyond the firing of an opening 
gun, but the possibility of further hostilities remained for 
many months a complicating factor in the Far Eastern 
situation. 

The Japanese commercial invasion was relatively slow in 
reaching the United States. Here the textile industry first 
felt the competition from Japan in foreign markets, and 
especially in Latin America. Japanese exports to Latin 
America in 1933 and 1934 showed respective increases of 
153 and 123 per cent over the preceding years,** and most 
of this increase was in textiles. There was no appreciable in- 
crease in the importation of Japanese textiles into the United 
States until 1934. 

There had been earlier complaints of Japanese competi- 
tion in other lines from American manufacturers, and this 
had led to new restrictions** on certain commodities through 


™ For example, Japan’s purchases from Australia in 1933 amounted to 205 
million yen, and her sales to Australia amounted to only 51 million yen. 
Even in the crown colonies the curb on Japanese trade was not always 
popular. In Singapore it created anxiety that this city might lose much of 
its business as an entrepét between the Occident and the Orient. New York 
Times, May 9, 1934. 

The share of the United States in the import trade of Latin-American 
countries fell from 31.5 per cent in 1931 to 26.3 per cent in 1933. Far 
E.xstern Review, IV, 73-74, May 22, 1935. 

“In 1933 the Treasury Department made a ruling under the Anti-dumping 
Act concerning the importation of incandescent lamps, and the Tariff Com- 
mission had recommended and the President had approved additional protec- 
tion for rubber-soled footwear. Cf. Seventeenth Annual Report of the United 
States Tariff Commission, 1933, 25-26. 
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the invocation of the flexible-rate and the anti-dumping pro- 
visions of the tariff laws. A new form of import restriction 
was resorted to on May 30, 1934, when for the first time the 
safeguarding provisions of the National Industrial Recovery 
Act were employed against a foreign product, in this case 
Japanese cotton rugs. Additional tariff charges were im- 
posed on some grades of rugs, and by voluntary arrange- 
ments with Japanese exporters a quota system was also 
adopted.*® 

While this action brought relief to one branch of the cot- 
ton industry, Japanese competition in other lines of textiles 
was becoming increasingly severe. Imports of cotton cloth 
from Japan rose from 1,116,000 square yards in 1933 to 
7,287,000 square yards in 1934, an increase of 553 per cent. 
In the first three months of 1935 they amounted to 12,771,- 
000 square yards, or 75 per cent more than for the entire 
year 1934. 

Even more impressive was the increase in imports of 
bleached cotton cloth, the commodity in which competition 
was felt most keenly. In 1933 imports of Japanese bleached 
cotton cloth had a value of only $12,184, or less than one- 
half of 1 per cent of the value of all imports of such goods 
in that year. This amount was very near the average im- 
ported from Japan during the preceding five years. In 1934 
the value suddenly rose to $252,057, or 29 per cent of the 
total of such imports from all countries. The total yardage 
of Japanese bleached cotton goods imported in 1934 was 
twenty-four times as much as in 1933, and was approximately 
as much as had been bought from Japan during the past 
twenty-five years. In the first quarter of 1935 the yardage 
imported was 80 per cent more than for the whole year 
1934 and over forty times as much as in 1933. 


*® Section 3(e) of the National Industrial Recovery Act sought to prevent 
foreign competitors from gaining special advantages in case the codes adopted 
by various industries under the provisions of this act resulted in higher costs 
of production and thus stimulated foreign competition. Cf. Eighteenth Annual 
Report of the United States Tariff Commission, 1934, 45 ff. 
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Regarded only in terms of total domestic consumption, 
even the large imports of 1935 did not appear formidable. 
| President Roosevelt himself pointed out in a statement to 
the press that if imports of Japanese cotton cloth continued 
throughout the year 1935 at the rate of the early months and 
reached the record-breaking figure of 50,000,000 square 
yards (or seven times the amount of 1934), they would still 
amount only to seven-tenths of 1 per cent of domestic pro- 
duction.*® If Japanese competition had been distributed 
evenly among all grades and varieties of American textiles, 
this observation would have had more significance. It over- 
looked the fact that this competition was concentrated largely 
in a few fabrics, and that the consequent cheapening of these 
goods had a disturbing effect on the general textile market. 
When prices in one grade were thrown out of line, buyers 
naturally awaited a readjustment of prices in other grades, 
and by remaining out of the market created a weakness 
throughout the whole closely-knit price structure. 

The effect of Japanese imports was thus more serious than 
would be indicated by merely comparing them with the 
volume of domestic production. There was, nevertheless, a 
tendency to exaggerate the importance of Japan’s export 
trade, and since the current talk possibly had some effect 
on the relations of the two countries, it may be well to sum- 
marize the salient facts indicating the real place of Japan 
in the world’s commerce. 

1. In spite of her recent trade expansion, Japan in 1934 
still ranked only sixth among the exporting nations. Her 
export trade was about on a par with that of Belgium. The 
share of the world’s exports which fell to the leading com- 
mercial countries in 1929 and 1934 was as follows:*" 

” These figures, appearing in an editorial in the New York Times for 
April 5, 1935, were cited by the President in a statement to newspaper 


correspondents on April 13. 
* League of Nations, Review of World Trade, 1934, 27. 
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1929 1934 
United States........... 15.62% 11.03% 
Great Britain........... 10.75 10.47 
RI ch 4 vis cascenann 9-73 &. 62 
PS sc ancecskensocet 5-95 6.15 
GRRE ee A TNS 3.71 3.99 
Os ily Hates ease salen 2.94 3.32 
I a aa dunn ¢attio wii 2.68 3.29 
Netherlands............ 2.42 2.52 


2. Japan’s total exports to the United States were not in- 
creasing. The gains registered by textiles were offset by losses 
elsewhere. In 1933 total imports into the United States from 
Japan had a value of 128 millions; in 1934 their value, in 
spite of rising prices, dropped to 119 millions. 

3. Japan bought more from the United States than she 
sold to this country. Exports from the United States to Japan 
rose from 143 millions in 1933 to 210 millions in 1934. For 
every dollar’s worth of goods bought from Japan in the lat- 
ter year, the United States sold to Japan goods worth $1.76. 

4. Japanese competition did not become acute in the 
United States while the yen was sharply depreciating and 
the dollar remained at its old parity. It developed after the 
United States had devalued the dollar and some time after 
the depreciation of the yen had been checked. These facts 
and the further fact that the gain in Japanese exports to the 
United States was not general, but was restricted to a few 
commodities, seem to support the conclusion that the flow 
of cotton goods to this country was not due primarily to cur- 
rency manipulation by the Japanese government. Cheap 
money undoubtedly played a part, although not the princi- 
pal part, in sharpening Japanese competition.** Likewise it 
did not check Japan’s imports, as in theory it was supposed 
to do; for they were increasing very rapidly, and the United 
States was profiting from the increase. 

The chief explanation of the growing importation of 
Japanese textiles is to be found in the condition of the cot- 
*® Cf. T. E. Gregory, Memorandum on Japanese Competition. 
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ton industry in both the United States and Japan. The in- 
dustry in Japan had been brought to a state of great efficiency 
by a process of rationalization and improved mechanization. 
The workers possessed a high degree of native skill; their 
standard of living was far above that of other Eastern coun- 
tries; and since the internal purchasing power of the yen 
had fallen very little in comparison with the decline of its 
external value, the cost of living had increased but slightly 
and wage advances had not been necessary.*® 

On the other hand, the American textile industry had not 
been prosperous even in the boom years before 1929.*° 
Sheltered by the tariff, it had not suffered from Japanese com- 
petition until the textile code adopted under the supervi- 
sion of the National Industrial Recovery Administration 
called for higher wages and shorter hours, and the Agri- 
cultural Adjustment Administration imposed processing taxes 
amounting to a third of the cost of the raw cotton used in 
the industry. In 1934, when the higher costs became fully 
effective on prices, Japanese textiles began to undersell 
American goods in the United States. 

As a result, on April 2, 1935, the Tariff Commission in- 
itiated an investigation of the domestic and foreign costs of 
producing cotton cloth under the flexible-rate provisions of 
the Tariff Act. Ten days later a delegation from New Eng- 
land, headed by the governors of three states, conferred 
with the President and members of his Cabinet and submitted 
a memorial urging higher duties and the abolition of the 
processing tax in order to save the textile industry in their 
section from ruin. The remedies which they proposed re- 
ceived scant sympathy from the White House, but on April 
17 President Roosevelt instructed the Tariff Commission to 


"Cf. G. B. Sansom, H. A. McRae, and others, Economic Conditions in 
Japan, 1933-1934 (Department of Overseas Trade, Report No. 604). 

“In 1920 some 37,000,000 spindles were operating in Massachusetts; in 
1935 the number in place was reported as approximately 10,000,000 with 
6,000,000 in operation. Cf. Memorandum of New England Governors to 
President Roosevelt, New York Times, April 13, 1935. 
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investigate and determine whether the safeguarding provi- 
sions of the National Industrial Recovery Act should be ap- 
plied to imports of bleached cotton cloth. 

The situation was complicated by the fact that Japan had 
become the largest consumer of raw cotton and was increas- 
ing her purchases of cotton, while other countries were buy- 
ing less and less. Before 1930 Japan had been taking an 
average of about 15 per cent of the American cotton crop, 
whereas in 1934-1935 her share rose above 30 per cent. It 
was plain, therefore, that the new curb on Japanese imports 
urged by spokesmen for the New England cotton mills might 
aid many manufacturers, but at the expense of cotton- 
growers, who were finding it difficult to obtain export out- 
lets for their already curtailed output. 

Knowledge of the attitude of the American textile indus- 
try led Japanese manufacturers to seek to obtain as much 
cotton as possible from non-American sources. They were 
especially interested in Brazilian cotton and hoped by pur- 
chases there to loosen Brazil’s rigid control of foreign ex- 
change and develop a better market there for their products. 
Meantime, the outcry raised against Japanese goods by the 
Western trading nations, coupled with charges of dumping, 
government subsidies, and pauper labor, did not lighten the 
task of the statesmen and diplomats who were undertak- 
ing to reach an understanding with Tokyo on many-delicate 
questions. 


“ New York Times, April 13, 14, 18, 1935. 





CHAPTER TEN 


NAVAL RATIOS AND NATIONAL POLICIES 


OF ALL the issues existing between Tokyo and Washington, 
the naval question presented by far the greatest difficulty. 
No other problem seemed to carry so much risk to peace 
in the Pacific. On December 29, 1934, after preliminary in- 
timations in abundance, Tokyo gave notice of its intention 
to abrogate the Washington Naval (or Five-Power) Treaty 
at the end of 1936. This treaty and two others which were 
negotiated in 1922 had then dispelled the war clouds lower- 
ing over the Pacific; and it now became a question whether 
the upsetting of these arrangements by action of the Japanese 
government might not revive conditions like those which 
prevailed before the Washington Conference thirteen years 
earlier. 


1. The Washington Treaties 


By this interlocking group of treaties three fundamental 
principles had been established in the relations between 
Japan and the other signatories. The Five-Power Pact’ had 
provided for equality of security for the three chief naval 
powers—the United States, Great Britain, and Japan—by 
limiting the total tonnage of their capital ships and aircraft 
carriers, and by apportioning their ultimate respective 
strengths in this type of armament in the ratio of 5-5-3—a 
ratio based on the existing navies of the powers.” The al- 


* Signed by France, Great Britain, Italy, Japan, and the United States. 

* The ratio for France and Italy was 1.67 each, on the basis of 5-5-3 for 
the other powers. Capital ships are defined by the treaty as vessels of war, 
other than aircraft carriers, with a displacement of more than 10,000 tons, 
of carrying one or more guns exceeding 8 inches in caliber. 
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liance between Great Britain and Japan, which had been in 
effect for a score of years, was terminated; but Japan was 
compensated for this loss of an ally by a provision in the 
treaty pledging all three parties not to increase the fortifica- 
tions of their insular possessions in the Pacific except at 
certain naval bases already established. The United States, 
for example, would build no new fortifications west of the 
Hawaiian Islands; that is, it would not fortify the Philip- 
pines. The British and the Japanese renounced similar rights, 
and it was assumed that under this arrangement the remote- 
ness of their respective naval bases would prevent any power 
from attacking the others. Obviously, Japan was the chief 
beneficiary of such an agreement. 

The two other treaties provided for certain political dis- 
positions in the Pacific which were closely, though not legally, 
connected with naval limitation. Under the Four-Power 
Treaty, France, Great Britain, Japan, and the United States 
jointly agreed to consult in case a dispute should arise 
among any of them with regard to their insular possessions 
in the Pacific. Under the Nine-Power Treaty* the signatories 
promised to respect the sovereignty and the territorial and 
administrative integrity of China, and to maintain the Open 
Door in that country. 


2. The London Conference of 1930 


That Japan was not satisfied with the naval arrangements 
of the Washington Conference became quite clear when 
a second meeting was held in London in 1930 to consider the 
limitation of cruisers and auxiliary ships. The Japanese dele- 
gation then made a suggestion of “naval equality” for the 
three chief powers by fixing a common upper limit. Little 
attention was paid to this proposal at the time, but it was 
the forerunner of the demand for full equality which Japan 
was to make in 1934. The London Conference finally granted 


* Signed by Belgium, China, France, Great Britain, Italy, Japan, the 
Netherlands, Portugal, and the United States. 
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Japan full equality in submarines and a figure of 7 in the 
ratio of 10-10-7 so far as small cruisers and destroyers were 
concerned. For large cruisers, however, the ratio remained 
at 5-5-3." 

In Japan disappointment with the outcome of the Lon- 
don Conference was so keen that it led to a government 
crisis. The assassination of Premier Tsuyoshi Inukai two 
years later was attributed to resentment over his acceptance 
of the new naval agreement. Out of this feeling of dissatis- 
faction came the decision of the Japanese government late in 
1934 to give the required two years’ notice of its purpose 
to terminate its obligations under the Washington Naval 
Treaty at the end of 1936. There was no need to take simi- 
lar action with regard to the London Treaty, since it was 
due to expire by its own terms at the same time. 


3. Japan Demands Naval Equality 


The treaty of 1930—the secondary treaty—stipulated that 
the governments party to it should meet in conference during 
1935 to frame a successor agreement. Preliminary conversa- 


tions concerning this conference had accordingly been started 
in London between Great Britain and the United States dur- 
ing June and July, 1934. On October 23 they were resumed, 
with Japan now represented, and from that day until they 
were suspended in December the deliberations assumed a 
wholly different character and a new importance. 

During the Anglo-American conversations in the summer 
the British revived their former claim for greater cruiser 
strength in the allocation of naval armament. In this respect 
their views were in partial accord with those of the Japanese, 
who on various occasions had shown a preference for smaller 
and more lightly armed war vessels than were required by 
the United States. Moreover, in Great Britain, and even 
within the British Cabinet, a minority believed that the gov- 


“In the London Treaty this ratio is given as 10-10-6, in order to conform 
with the ratios for other classes of warships. 
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ernment should go a long distance toward placating Japan. 
When the full conversations began, therefore, the British 
seemed somewhat disposed to make concessions rather than 
risk a termination of the naval agreement, with Japan left 
free to build according to her pleasure. 

At their first meetings with each of the other delegations 
the Japanese presented a formula of naval equality, and 
they never deviated from it thereafter. They proposed a new 
treaty which should put an end to all ratios and provide for 
the limitation of each navy to a specified total tonnage with- 
out regard to the types of ships to be built. At the same time 
they suggested a reduction of total tonnage by all the powers 
and the abolition of all offensive and aggressive vessels of 
war. They did not like the term “‘naval parity,” since it seemed 
to imply that Japan wished to raise the ratio from 5-5-3 to 
5-5-5. Admiral Yamamoto summed up the Japanese atti- 
tude: 


Our aim is not merely to bring the navies of Great Britain and 
the United States down to our level; we should like to reduce our 
navy too. In view of the great importance of the work of disarma- 
ment, all the powers concerned must be ready to make sacrifices. 
We believe, though, that the strongest parties should make the 
greatest sacrifices. We, too, will make sacrifices, and we expect the 
same of France and Italy as well.5 


The United States delegation found no fault with the 
principle of an all-around reduction of naval armament, but 
insisted that the reduction should be made “in such a man- 
ner as not to change the relative strength of the nations 
concerned.’’* Any other method, it was said, would disturb 
the delicate equilibrium essential to security in the Far East. 
According to the American thesis, this equilibrium was not 
primarily a matter of naval tonnage. It had been established 
through the series of codrdinated agreements negotiated in 
Washington in 1921-1922 which formed a “collective system 


® New York Times, November 4, 1934. 
*Norman H. Davis, “The Disarmament Problem,” Foreign Affairs, Spe- 
cial Supplement, April, 1935. 
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of codperation for the maintenance of peace.’ In the words 
of Secretary Stimson in 1932, the desired results “were in- 
tended to be accomplished and effected by the group of 
agreements arrived at in their entirety.”* To disturb one 
agreement, therefore, would disturb the whole system which 
it helped to support. 


4. The Course of the London Negotiations 


The Japanese, on the other hand, avoided discussion of 
political arrangements in the Far East. They claimed that 
they were concerned only with a simple naval problem. They 
strove to create the impression that they had discarded the 
traditional indirectness of diplomacy, and certainly the 
record indicates that they had not taken an advanced posi- 
tion for trading purposes. In spite of this firm Japanese at- 
titude, and in spite of Mr. Norman Davis's equally firm 
assertion that there was no bargain to be made, the British 
delegation seemed hopeful at one time of playing the part 
of “honest broker.” From Japanese intimations that if 
they were granted the right to parity they might not build 
to the full limit in all types of ships, Prime Minister Mac- 
Donald and Sir John Simon apparently inferred that a com- 
promise might be worked out. At any rate, Mr. MacDonald 
submitted a tentative and informal proposal which would 
have given the Japanese naval equality in theory limited by 
an understanding that they would not in fact build up to 
the British and American level.® This proposal was promptly 
rejected. The Japanese had asked for the substance of equal- 
ity and would not accept the shadow. 

The hint from the Japanese that they might not build up 


* Norman H. Davis, Joc. cit. 

® Department of State Press Release, February 24, 1932; cf. also The 
United States in World Affairs, 1932, 213-14. 

®Mr. MacDonald’s proposal embodied (1) a joint declaration of the three 
powers giving Japan full equality; (2) a statement by each power of its 
maximum building program over a definite period; and (3) complete 
freedom for each power in the matter of categories. New York Times, 
November 9, 1934. 
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to full treaty strength in certain types of ships simply meant 
that they were no longer interested in building battleships. 
Their insistence on full parity in global tonnage, with no re- 
strictions as to categories, meant that they wished to build 
as many ships as they wanted of whatever kind they desired. 
Battleships, which they characterized as “aggressive” and 
“offensive,” did not meet their needs; for the Japanese had 
no intention of sending their fleet across the seas to fight an 
enemy remote from their naval bases. It was natural, there- 
fore, that they should advocate the abolition of capital ships 
and other vessels of long cruising radius which might be 
employed by some other power in effective intervention in 
Far Eastern waters and Far Eastern affairs. 

The American delegation refused to recognize any hard 
and fast distinction between offensive and defensive naval 
armaments, and refused to concede that the cruiser em- 
bodied any moral superiority over the battleship. With 
its long coast line on two oceans and its territorial posses- 
sions in the Caribbean, Alaska, and the Aleutian and Hawai- 
ian Islands, the United States had need for ships of long 
cruising radius. Each nation was championing the type of 
warcraft which best suited its purposes. The delegations de- 
voted little consideration to the details of naval equipment. 
The fundamental issue which divided them was the Japanese 
insistence upon “equality of armament” and the opposing 
American insistence upon “equality of security.” As Mr. 
Norman Davis said to the newspaper correspondents, the 
American delegation had “made abundantly plain” its recog- 
nition of “the inherent right of every power to equality of 
security,” but it had also maintained that equality of arma- 
ments “would not give equality of security.” 

Mr. J. L. Garvin, editor of the London Observer, put the 
case more bluntly when he said that instead of seeking equal- 
ity Japan was in effect claiming ‘a double parity” which 
neither of the other powers could accept. He rebuked the 

” New York Times, December 7, 1934. 





NAVAL RATIOS 185 


group in Great Britain which had encouraged Japan to be- 
lieve that she could divide the English-speaking peoples, and 
called for a frank recognition by the government that “a 
good Anglo-American understanding must be the firm princi- 
ple, unswerving aim, and impregnable foundation of British 

licy.” He warned the Japanese that an annulment of the 
principle of the Washington Treaty would result in an en- 
larged naval program by the United States which no other 
nation could hope to approach, and that if no agreement 
were reached by three powers, there would surely be an agree- 
ment between two—Great Britain and the United States.” 

Such an appeal, together with like backing from the 
London Times and the Manchester Guardian, indicated that 
as the conversations proceeded opinion in Great Britain was 
becoming more favorable to the American view. This may 
have been due in part to the manifest unwillingness of the 
Japanese to conduct negotiations in the accepted English fash- 
ion of give-and-take. The new oil monopoly law in “Man- 
chukuo,” which threatened injury to important British 
commercial interests, was receiving much attention at this 
time in the British press, and its influence may have helped 
to shape opinion. More important, however, was the work 
of the American delegation in showing British leaders that 
the United States, while not abandoning its traditional 
Pacific policy, was no longer prepared to be the spear-head 
of opposition to Japan’s designs on Asia. 

With the United States withdrawing from the Philippines, 
and with several European countries more interested finan- 
cially and politically in the Far East than the United States 
now was, it could not be expected that this country would 
carry on almost single-handedly the fight which it had in- 
itiated when Japan entered Manchuria in September, 1931. 
As Mr. Davis pointed out in an address before the Council 
on Foreign Relations on January 9, 1935, the so-called Far 


™ The Observer (London), November 4, 1934. Also reproduced in New 
York Times of the same date. 
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Eastern problem was “not exclusively an American-Japanese 
problem.” It concerned “all the nations with possessions 
and treaty rights and obligations in that area.” Hence it was 
“the duty of such nations, and in their interests, to codperate 
in a friendly and constructive way.’”” 

It became incumbent upon the Japanese to answer the 
equality-of-security argument. They did so by denying that 
the existing naval ratios still gave security to Japan. And 
this in spite of the fact that for more than two years Japan 
had succeeded in managing matters in her own way in East- 
ern Asia, with no more interference than the protests of an 
obviously displeased Western World. Nevertheless, Mr. 
Hiroshi Saito, the Japanese Ambassador to the United States, 
insisted that under changing conditions of warfare Japan 
no longer felt safe. “We accepted the ‘3,’”” he said in an in- 
terview published in the New York Times, ‘on condition 
that there be no further fortification of bases in the Pacific,” 
and he then asserted that the discontinuance of fortification 
work had ceased to be a concession to Japan, since airplanes 
had made fortifications obsolete. Further, he said, “‘ships are 
now faster, guns reach farther, and the ratio does not give 
Japan security.”’* The Japanese, however, did not press this 
phase of their case very far. They preferred to emphasize 
the question of prestige. Ambassador Saito himself in an 
earlier interview pointed out that public opinion in Japan 
regarded the naval ratio as a brand upon the country, certi- 
fying that it was ‘worthy of having just so much,” and he 
picturesquely characterized ‘‘5-5-3” as sounding “to Japanese 
ears like Rolls-Royce—Rolls-Royce—Ford.””* 


5. Japan Denounces the Naval Treaty 


On December 19, after a standstill of several weeks, the 
conversations were adjourned, with no time set for their re- 


2 Foreign Affairs, Special Supplement, April, 1935. 
% New York Times, December 7, 1934. 
™ Ibid., November 4, 1934. 
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sumption. The outcome did not appear auspicious for the 
scheduled Naval Conference, but since both the Washing- 
ton and the London Treaty still had two years to run there 
was no danger of a naval race beginning overnight. Well- 
trained diplomats pointed out that these preliminary conver- 
sations were not intended to reach final solutions but only 
to clear the way for future negotiations. They had been 
conducted in an atmosphere of cordiality, if not of concord, 
and they had shown that the three powers were at least in 
verbal agreement on the need of continued and substantial 
limitation of navies by treaty and on the desirability of avoid- 
ing a race in naval armaments. 

While Japan played an aggressive rdle and rejected the 
Anglo-American proposals for maintaining the Washington 
settlements of 1921-1922, she did not achieve her objective 
of naval equality. Her hope of dividing the two English- 
speaking nations, if such she ever entertained, was not real- 
ized. At the end of the deliberations the British and American 
delegations were undoubtedly closer together than they were 
in the beginning. This was an achievement of American di- 
plomacy and a credit to the patience and reasonableness of 
Mr. Norman Davis. 

On the day of the adjournment of the London conversa- 
tions the Japanese Privy Council, meeting in Tokyo, unani- 
mously agreed to serve notice on the other signatories of the 
Washington Naval Treaty that Japan would terminate her 
obligations under that agreement at the end of 1936. On 
December 29 Ambassador Saito called upon the Secretary of 
State and delivered formal written notice to this effect. 

The denunciation, of course, did not necessarily spell an 
end to naval understandings. It did signify, however, that 
the Japanese would insist upon having the whole question 
reviewed ab initio. The outcome, therefore, was not encourag- 
ing; nevertheless, Secretary Hull took an early occasion to 
pledge the United States to continued efforts to promote 
peace through disarmament. 
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6. Naval Maneeuvres and Building Programs 


On the day of Japan’s denunciation the Navy Department 
in Washington announced a program of naval manceuvres 
in Far Eastern waters. This unfortunate coincidence tended 
to increase the feeling in Japan that the American war games 
in the Pacific were designed to intimidate Tokyo, and it 
played into the hands of the military leaders who were in- 
sisting that the existing naval ratio did not provide security 
for Japan. It was not long before Admiral Kanji Kato, for- 
mer Chief of Staff of the Japanese navy, was heard to say 
that the manceuvres were like “drawing a sword before a 
neighbor’s house,” and the influential Japanese newspaper 
Nichi Nichi was proclaiming that the American fleet was 
rehearsing a campaign.** Numerous peace organizations in 
the United States protested against the time and place of 
the manceuvres. To quiet these protests and to allay possi- 
ble ill-will, the Navy Department decided to send Admiral 
Upham with the cruiser Augusta on a visit of friendship to 
Yokohama while the manceuvres were in progress. 

The withdrawal of the United States fleet from the Pacific 
coast to the Atlantic seaboard in 1934 had been widely re- 
garded as a gesture of friendship, especially since it came 
very soon after Washington had resumed diplomatic rela- 
tions with Moscow.*® But this withdrawal proved to be only 
temporary. The fleet left its Pacific bases in April, 1934, and 
returned to them early in the following November. In spite 
of criticism, the debated manceuvres were held in May and 
June, 1935, with approximately 160 ships, 500 airplanes, 
and 50,000 officers and men participating—the largest 
armada ever to assemble under the American flag. Operations 
were conducted under conditions approximating those of 


%* The same newspaper criticized the projected establishment of a trans- 
Pacific air route, declaring that its commercial character was a mere “pretext” 
and that the scheme revealed aggressive designs against the Far East. New 
York Times, April 27, 1935. 

* Cf. The United States in World Affairs, 1933, 245-246. 
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actual warfare, and they extended as far north as the Aleutian 
Islands and as far west as the Midway Islands." The Japa- 
nese fleet again replied, as in 1933 and 1934, with manceuvres 
of its own, and naval experts pointed out that it had come 
nearer to United States territory during these operations than 
the American fleet had been to Japan’s outlying possessions. 
Undue importance seems to have been ascribed to this phase 
of the manceuvres; for through an informal understanding 
on the part of both governments each fleet had stayed on 
its own side of the so-called international date line, at the 
180th meridian. 

The Japanese government was not so much concerned 
with American war games in the Pacific as it was with the 
fundamental change in naval policy under the Roosevelt Ad- 
ministration. In the years following the Washington and 
London Treaties neither Great Britain nor the United States 
had maintained a navy at the permitted maximum. The 
United States had adopted a policy of “disarmament by ex- 
ample” and had been the slowest among the great powers 
in replacing its obsolescent tonnage. The Hoover Adminis- 
tration had gone so far in its efforts to set an example in 
limiting armament that it made no provision for new con- 
struction and restricted appropriations to the completion of 
ships which Congress had previously authorized. This ex- 
ample had not been followed abroad. In consequence, at 
the beginning of 1935, 25 per cent of the tonnage of the 
United States navy was over the technical age limit, com- 
pared with approximately 16 per cent for the navies of Great 
Britain and Japan.” 

Early in 1934 the Roosevelt Administration, partly in an- 
ticipation of the Naval Conference scheduled for 1935, an- 
nounced its purpose to build the navy up to full treaty 
strength. A building program was embodied in the Vinson 
Bill, which became law on March 27, 1934. This measure 


™ About 1,100 miles west of Honolulu. 
* League of Nations, Armaments Year Book, 1935, 1004, 1022, 1035. 
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appropriated no funds—they were to be provided by sup- 
plemental legislation; but it fixed a definite policy to be car- 
ried out over a period of years. Because of the lack of 
shipyards it was not practicable to bring the navy to full 
treaty strength before the expiration of the London Treaty 
at the end of 1936. The navy also desired a slower pace of 
construction so that experience gained from building the 
first ships might be employed in improving the designs for 
subsequent construction. It was planned, therefore, to attain 
full treaty strength by 1942. 

The total cost of the new building program was variously 
estimated at sums ranging from 750 million dollars up to 
1,000 millions. The annual expenditure on the navy for all 
purposes during the preceding ten years had ranged between 
300 and 360 million dollars: under the new policy this sum 
would rise substantially above 500 millions. Beginning in 
1934, the regular appropriations for the navy were supple- 
mented by allocations from public works and emergency 
funds placed at the disposal of the President. These extra 
grants for ship construction, to be expended over a four- 
year period, reached a total of 278 millions in the fiscal year 
1934-35.'° At the beginning of this fiscal year the United 
States had 68 ships either building or appropriated for, rep- 
resenting a total of 234,000 tons.”° The task of bringing the 
navy to its full treaty strength was thus well under way 
when the first series of preparatory conversations began in 
London in July, 1934. 

Two important facts are to be noted in connection with 
this enlarged program. First, it was in full accord with the 
terms of both the Washington and the London Treaty. Sec- 
ond, in adopting this program the United States government 
continued to adhere to the policy of naval limitation and an- 
nounced its readiness to discard any features which might 


* Section 202 of the National Industrial Recovery Act explicitly authorized 
the President to allot for naval construction a portion of the 3,300 million 
dollars appropriated to increase the demand for labor. 

Report of the Secretary of the Navy, 1934. 
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conflict with agreements reached at a naval conference. In- 
deed, the construction actually under way or provided for in 
American shipyards was still far from the maximum per- 
mitted by the treaties. On July 1, 1934, the United States 
was entitled to lay down 78 more ships with a total of 136,- 
975 tons. Great Britain was entitled to lay down 44 more 
ships with a total of 132,963 tons. Japan, on the other hand, 
had practically filled her quota, but the loss of a destroyer 
at sea during 1934 left an opening for one more vessel of 
1,500 tons.”* 

It was still possible, therefore, for the United States to 
agree to some reduction in naval armament below the exist- 
ing treaty levels without necessarily scrapping any of the new 
ships already laid down.” Great Britain might have done 
likewise. Japan, however, could have accepted no arrange- 
ment for immediate reduction of tonnage without scrapping 
some of her older war vessels or abandoning some of her 
new construction. During the London conversations she had 
offered to reduce her naval establishment gradually, presuma- 
bly by the method of obsolescence, but this of course was 
conditional upon the reduction of the British and American 
fleets to a parity with her own. 

The British government showed no outward concern over 
the increase in the United States navy, probably because 
this policy did not conflict in any way with its own. But while 
it had adhered to the principle of naval limitation it sought 
a greater number of cruisers and was therefore no longer 
content with the allotments of ships by categories as pre- 
scribed in the treaties. As we have seen elsewhere, it was 
also less zealous than the United States in its support of the 
ratio principle. Japan’s denunciation of the Washington 
Treaty and the opposition of France and Italy to the con- 
tinuance of the ratios assigned to them under that instrument 


™ Report of the Secretary of the Navy, 1934. 

™ The effect which any new limitation might have on ships then building 
would obviously depend on the types of vessels under construction and the 
types subject to further limitation by the new agreement. 
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appropriated no funds—they were to be provided by sup- 
plemental legislation; but it fixed a definite policy to be car- 
ried out over a period of years. Because of the lack of 
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States had 68 ships either building or appropriated for, rep- 
resenting a total of 234,000 tons.” The task of bringing the 
navy to its full treaty strength was thus well under way 
when the first series of preparatory conversations began in 
London in July, 1934. 

Two important facts are to be noted in connection with 
this enlarged program. First, it was in full accord with the 
terms of both the Washington and the London Treaty. Sec- 
ond, in adopting this program the United States government 
continued to adhere to the policy of naval limitation and an- 
nounced its readiness to discard any features which might 


* Section 202 of the National Industrial Recovery Act explicitly authorized 
the President to allot for naval construction a portion of the 3,300 million 
dollars appropriated to increase the demand for labor. 

* Report of the Secretary of the Navy, 1934. 
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conflict with agreements reached at a naval conference. In- 
deed, the construction actually under way or provided for in 
American shipyards was still far from the maximum per- 
mitted by the treaties. On July 1, 1934, the United States 
was entitled to lay down 78 more ships with a total of 136,- 
975 tons. Great Britain was entitled to lay down 44 more 
ships with a total of 132,963 tons. Japan, on the other hand, 
had practically filled her quota, but the loss of a destroyer 
at sea during 1934 left an opening for one more vessel of 
1,500 tons.” 

It was still possible, therefore, for the United States to 
agree to some reduction in naval armament below the exist- 
ing treaty levels without necessarily scrapping any of the new 
ships already laid down.” Great Britain might have done 
likewise. Japan, however, could have accepted no arrange- 
ment for immediate reduction of tonnage without scrapping 
some of her older war vessels or abandoning some of her 
new construction. During the London conversations she had 
offered to reduce her naval establishment gradually, presuma- 
bly by the method of obsolescence, but this of course was 
conditional upon the reduction of the British and American 
fleets to a parity with her own. 

The British government showed no outward concern over 
the increase in the United States navy, probably because 
this policy did not conflict in any way with its own. But while 
it had adhered to the principle of naval limitation it sought 
a greater number of cruisers and was therefore no longer 
content with the allotments of ships by categories as pre- 
scribed in the treaties. As we have seen elsewhere, it was 
also less zealous than the United States in its support of the 
ratio principle. Japan’s denunciation of the Washington 
Treaty and the opposition of France and Italy to the con- 
tinuance of the ratios assigned to them under that instrument 


™ Report of the Secretary of the Navy, 1934. 

* The effect which any new limitation might have on ships then building 
would obviously depend on the types of vessels under construction and the 
types subject to further limitation by the new agreement. 
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finally led the British government on July 22, 1935, to an- 
nounce that it would no longer support the future limita- 
tion of navies by this method. 

This announcement was at first regarded as the death knell 
of a naval conference in the near future. In August, how- 
ever, the British government notified the signatories of the 
Washington Treaty informally of its desire to begin bi- 
lateral conversations preliminary to a general conference, as 
provided for in the treaty. In the meantime, Sir Bolton Eyres- 
Monsell, First Lord of the Admiralty, suggested a system of 
“programs” as a substitute for the ratio principle. Under 
this plan each naval power would indicate the number and 
character of naval craft which it planned to build over a 
fixed period of years. At the end of this period—presumably 
in 1942, when the United States would round out its build- 
ing program—the powers would hold a new conference to 
determine whether to maintain the limitations of existing 
programs or to provide for readjustments. 

Although this action of the British government seemed to 
foreshadow the end of naval ratios, it by no means assured 
Japan of the naval equality which she had demanded. To 
concede equality of naval armament was also to concede to 
Japan the special “position and mission” which she had 
claimed for herself in the Far East. If there were any linger- 
ing doubts as to what was implied in this claim, they were 
largely resolved by events in North China from May to 
July, 1935. 

On May 29 General Jiro Minami, Japanese Ambassador to 
“Manchukuo” and commander of the Japanese forces sta- 
tioned there, without consulting the Foreign Office in 
Tokyo,™ presented six peremptory demands to the Chinese 


* There were many indications in 1935 that the Japanese Foreign Office 
was trying to promote a better understanding with China. On the day pre- 
ceding this action by General Minami, Foreign Minister Hirota had an- 
nounced that relations with China had shown notable improvement and he 
had pleaded for still further collaboration. Cf. The Economist (London), 
CXX, 1295, 1350, June 8, 15, 1935. 
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authorities in Peiping and Tientsin, with a statement that if 
they were not complied with promptly and fully troops 
would be sent in force south of the Great Wall to occupy an 
area embracing both of these cities. The text of these de- 
mands was not made public, but they were reported un- 
officially as calling for the removal of all Chinese troops 
from the Peiping and Tientsin areas, the replacement of 
officials in North China who were objectionable to the 
Japanese military leaders, the closing of all offices of the 
Kuomintang, or Chinese Nationalist party, in North China, 
and the suppression of all anti-Japanese activities and 
agencies in this region. According to a Japanese official, the 
text and full scope of the demands were kept secret out of 
consideration for the Chinese, who might “lose face” if the 
exact terms were made known to the world.* 

This drastic procedure toward China was based on Japanese 
charges that the Chinese authorities were not observing the 
truce of Tangku—wrung from the Chinese government in 
1933, when Japanese troops had invaded China in force 
and were on the point of occupying both Peiping and Tien- 
tsin.?* Its complete terms had never been published, but it 
had provided among other things for a demilitarized zone 
extending south of the Great Wall in the province of Hopei 
nearly to Peiping and Tientsin. The Chinese officials were 
responsible for the policing of this zone, but were not per- 
mitted to use troops for this purpose. Many bandits, driven 
by the Japanese from ‘“‘Manchukuo,” had taken refuge there, 
and to protect the inhabitants and preserve order the provin- 
cial governor finally sent troops into or near the zone. The 
Japanese demands quickly followed. 

A few days later two border incidents along the east- 
ern frontier of Chahar, the most important province of Inner 
Mongolia, led to Japanese action in this province similar to 
that in Hopei. The Nanking government complied quietly 


™ Statement of Hallett Abend in New York Times, June 18, 1935. 
* Cf. The United States in World Affairs, 1933, 234. 
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with both sets of demands. So without firing a shot the mili- 
tary leaders in ““Manchukuo” had forced the withdrawal 
from Hopei of three divisions of Chinese troops and the 
complete overhauling of the civilian administration of a 
province of some thirty million inhabitants, with an area 
about equal to that of Italy. The Japanese were acting on 
their oft-repeated claim that “the Nine-Power Treaty no 
longer corresponds to the realities of the situation.” Instead 
of invoking this treaty, China now tacitly accepted Japanese 
hegemony over the northern provinces. She had learned from 
experience that she could obtain no help from the Western 
powers. And by midsummer of 1935 the whole structure 
of security in the Pacific, in so far as it was based on the 
Washington treaties, appeared to have collapsed. The terri- 
torial integrity of China was vanishing along with naval 
ratios and the Open Door. 

It is not to be inferred that the Western powers looked 
on with unconcern as Japan extended her paramount posi- 
tion in the Far East. Great Britain and the United States 
consulted earnestly over the new developments in North 
China, and Japan and other signatories of the Nine-Power 
Treaty were brought into the consultations. But the posi- 
tions of the two strongest powers vis-a-vis Japan were not 
what they had been in 1931, when Japanese forces moved 
on Manchuria. In 1931 the United States had initiated diplo- 
matic efforts to check Japan, with only half-hearted co- 
operation from Great Britain and other European powers. In 
1935 the rdles were reversed: the United States was less 
active and Great Britain became the anxious party. For Japan 
was now encroaching upon a field where British commercial 
and financial interests had long held supremacy. There was 
a reason, therefore, for British anxiety; and the Roosevelt 
Administration, while still adhering to the principles of Far 
Eastern policy enunciated by President Hoover and Secre- 
tary Stimson, was altogether willing that powers with greater 
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interests than those of the United States should step out in 
front. 

There was a tendency for Washington to preen itself a 
bit on this shifting of the pieces in the Far Eastern game. 
But it was hard to see wherein this satisfaction lay. For a rift 
had appeared in the Anglo-American naval front, established 
first in 1922 and, in spite of the lack of full codperation in 
Manchurian matters in 1931, maintained intact through the 
London conversations of 1934. Such a rift suggested the 
nearby possibility of a separate understanding on Far Eastern 
issues between Great Britain and Japan, and the special 
mission of Sir Frederick Leith-Ross to the Orient in August, 
1935, gave color to this view. With her European commit- 
ments, with the ominous situation in Germany, with Musso- 
lini’s Ethiopian expedition threatening to stir up racial 
troubles throughout the British Commonwealth, it was per- 
haps inevitable that an effort should be made to reduce ten- 
sion with Japan to a minimum. Yet it is not going too far 
to assert that any such separate “deal,” however necessary 
and reasonable it might be made to appear, would be quite 
misunderstood in the United States and would have an un- 
fortunate effect upon Anglo-Saxon relations. 
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CHAPTER ELEVEN 


DISARMAMENT AND REARMAMENT IN EUROPE 


THE military clauses of the Versailles Treaty of Peace began 
with these words: 


In order to render possible the initiation of a general limitation 
of the armaments of all nations, Germany undertakes strictly to 
observe the military, naval and air clauses which follow. 


In the “Observations” which the German government 
submitted upon the conditions of peace as drawn up by the 
Allied and Associated Powers, it made special note of this 
intention: 


The [German} Government is ready to concede the abolition of 
universal military service on condition that this is the initiation “‘of 
a general limitation of the armaments of all nations.” . . . By her 
willingness to disarm in advance of the other Powers [Germany] 
is furnishing the best possible proof of the fact that she is once and 
for all renouncing all militarist and imperialist tendencies. 


Upon this observation comment was made by the Allies 


and received by the German delegates before they signed 
the treaty: 


The Allied and Associated Powers wish to make it clear that 
their requirements in regard to German armaments were not made 
solely with the object of rendering it impossible for Germany to 
resume her policy of military aggression. They are also the first 
steps toward that general reduction and limitation of armaments 
which they seek to bring about as one of the most fruitful preven- 
tives of war, and which it will be one of the first duties of the 
League of Nations to provide. 


This program was foreshadowed by the fourth of Presi- 
dent Wilson’s Fourteen Points: 
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Adequate guarantees given and taken that national armaments 
will be reduced to the lowest point consistent with domestic safety. 


The principle was accepted both by the Allied powers and 
by Germany as the basis of the armistice and the peace; and 
in general terms, quite apart from the military clauses of 
the treaty, it was perpetuated in Article VIII of the Cove- 
nant of the League: 


The Members of the League recognize that the maintenance of 
peace requires the reduction of national armaments to the lowest 
point consistent with national safety and the enforcement by com- 
mon action of international obligations. 

The Council, taking account of the geographical situation and 
circumstances of each State, shall formulate plans for such reduc- 
tion for the consideration and action of the several Governments. 


Later, in the spring of 1935, a great discussion took place as 
to whether the Allied powers, in the treaty or the Covenant 
or both, had entered into an agreement to disarm: and 
whether, by not disarming, they had breached a contract 
with Germany. The textual record, not mere paraphrases 
of it, suggests about as much of a commitment as could be 
expected in the terms of an imposed peace. 

The tentative steps taken by the Allied governments prior 
to 1932 to explore the possibilities of disarmament, cannot 
be dealt with here. It is sufficient to say that it was not until 
1925 that a commission was appointed to prepare for a 
Disarmament Conference to be held some time in the near ~ 
future. The commission first met in May, 1926; by the end 
of 1930 a draft convention had been adopted; and a meet- 
ing of the Final Disarmament Conference was called by the 
Council of the League for February, 1932. Today, in retro- 
spect, these long gaps between intention and action seem 
tragically significant. 


1. The Disarmament Conference of 1932-1933 


Soon after the conference met in Geneva on February 2, 
1932, discussion revealed two schools of thought among the 
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delegations. One group, under the leadership of France, in- 
sisted that adequate provisions for political security should 
come before any arrangements for the limitation or reduc- 
tion of arms. A second group, which included the United 
States and Great Britain, held that armament reduction it- 
self would be the best guarantee of political security. 

The American delegation sought to reconcile these con- 
flicting views by proposing to abolish all distinctly aggressive 
weapons, including heavy mobile artillery, tanks, bombing 
planes, and gases. It was contended that the elimination of 
offensive weapons, while leaving the nations free for de- 
fense, would promote security without any need for political 
commitments. This plan, known as qualitative disarmament, 
was accepted in principle by the conference and there was 
endless argument over the correct classification of weapons. 
But in the background of all this discussion, and giving un- 
reality to it, sounded Germany's insistent demand for equal- 
ity of status in any disarmament program. In the background, 
too, France and other nations bent on maintaining the Ver- 
sailles arrangements clung all the more tenaciously to the 
view that their own security must come first. 

In July, 1932, after failing to break the deadlock result- 
ing from this fundamental conflict, the conference adjourned 
for six months. Almost at once its problems were compli- 
cated by the German government’s announcement that it 
would not rejoin the conference. Lengthy diplomatic nego- 
tiations then followed until France, Germany, Great Britain, 
Italy, and the United States managed to devise a five-power 
declaration which placated the Germans for the time being, 
and resulted in the return of their delegation when the con- 
ference met again in February, 1933. 

The second session was no more fruitful than the first. 
With the spread of the National Socialist movement in Ger- 
many and the resulting political tension in Europe, disarma- 
ment discussions became more difficult. The British delega- 
tion submitted a draft convention which was accepted in 
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substance by the United States, and in June, 1933, it was 


adopted by the conference as the framework of a future 
treaty. Along with a reduction of armaments, security was 
to be provided for France and her associates through a con- 
sultative pact, and Germany was to achieve arms equality by 
the standardization of Continental armies on a uniform basis. 
In the opinion of the German government, however, this 
plan did not act quickly enough or go far enough. It with- 
held full equality from the Reich for a number of years dur- 
ing which the military establishments of the Allied powers 
would be all too slowly reduced. Failing to obtain satisfac- 
tion, Germany not only withdrew from the conference, but 
also resigned from the League—and this at a moment when 
the other great powers appeared to be nearer than ever to 
agreement on a definite program. 


2. “Parallel and Supplementary Efforts,” January-May, 1934 


So long as Germany remained away, it was thought to be 
a waste of effort to reassemble the conference. Nevertheless, 
negotiations were not permitted to collapse. The Bureau, 
or Steering Committee, of the conference decided that discus- 
sions should be continued in the leading European capitals 
through “parallel and supplementary efforts.” Speaking for 
the American delegation, Mr. Norman Davis stated that it 
was for the European governments, and not his own, to 
decide whether the work should continue in this manner; yet 
he emphasized his official readiness to participate in nego- 
tiations so long as they were concerned with disarmament as 
distinguished from regional politics. 

In these circumstances it fell to Great Britain and Italy 
to mediate between France and Germany. The first result of 
their mediation was a note from the German government to 
France setting forth the terms of a possible international 
agreement:* (1) the heavily armed states were to pledge 
themselves not to increase armaments above the existing 


* League of Nations Publication, Official No. Conf. D. 166. 
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levels; (2) the German army was to be enlarged from its 
treaty strength of 100,000 men to 300,000, with the term of 
enlistment shortened to nine or twelve months in place of 
the existing twelve-year period; (3) Germany should be free 
to acquire any “defensive” weapons permitted to other na- 
tions, including small tanks, light artillery, and scouting 
planes. In return for these concessions, the German govern- 
ment would accept any measures of disarmament, however 
drastic, to which the other powers would consent. It would 
agree to negotiate a ten-year general treaty of non-aggres- 
sion. Finally, and this aroused keen interest, it would accept 
international supervision and control of armaments. 

The French government replied on January 1, 1934; the 
Italian government stated its views on the 4th, and the 
British on the 29th. France was ready to consider restricting 
military establishments to existing levels “as soon as the 
convention begins to be applied.” She would not consent to 
Germany's rearming while other nations were disarming, 
but intimated that she would accept a German army of 200,- 
000, as tentatively fixed for both German and French home 
forces in the British draft convention. She insisted, however, 
that any treaty must take into account the military character 
of the German police force as well as the rapid multiplica- 
tion of “para-military” organizations.” In return for Ger- 
many’s acceptance of arms supervision, she was ready to re- 
duce her military airplanes by one-half as a step toward the 
eventual abolition of national military aviation and the es- 
tablishment of an international air force.* Thus the door was 
left open for further discussions. 

The Italian note was issued three days later. It took a 
middle ground between the German and French positions. 
While reaffirming its own willingness to accept the British 
draft convention, the Italian government doubted whether 


*The reference is to Herr Hitler's Storm Troops and the Special Guards. 
* Conf. D. 166. 


oo RE RT TI TS 





MeENP ys? 


et arenmce meee 





EUROPEAN REARMAMENT 201 


the armed powers were in a position to reduce armaments 
to the extent necessary to give Germany the equality which 
had been recognized as her due. In its judgment, therefore, 
not a reduction but a limitation of the armed powers to the 
status quo was all that could be accomplished. 

The British note differed from the Italian in suggesting 
a leveling-down for the armed nations as well as a level- 
ing-up for Germany. It expressed the hope that an accom- 
modation could be found between the army of 200,000 
proposed for Germany in the draft convention and that of 
300,000 mentioned in the recent German note. In order to 
establish eventual equality in armament, it suggested that 
the new German army might have mobile guns of a caliber 
up to 155 millimeters (approximately six inches) and tanks 
up to six tons, and that the other powers might eliminate, 
within a fixed period, all guns of greater caliber and tanks 
of more than sixteen tons. The British government was also 
willing to let Germany acquire military aircraft, which she 
was denied under the peace treaty, in case other nations 
should not agree to abolish this weapon within two years.* 
The British Ambassador in Washington was informed that, 
save for reservations on a few technical points, the United 
States government was in sympathy with these suggestions 
and hoped for a successful resumption of the conference.° 

In the hope of bringing the European powers into some 
measure of agreement on its proposal of January 29, Mr. 
Anthony Eden, then Lord Privy Seal in the MacDonald 
Cabinet, visited Berlin, Rome, and Paris. The German gov- 
ernment, through semi-official channels, gave him to under- 
stand it was in accord with many of the detailed provisions 
of the British plan. The Italians were willing to accept it, 
but intimated that they regarded it as more optimistic than 
practicable. The French believed that Great Britain had 


‘Conf. D. 166; Department of State Press Release, March 2, 1934. 
5 Ibid. 


* Cf. Speech by Mr. Anthony Eden on July 5, 1934. 
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receded too far from her earlier position and they asked for 
time to think the matter over. 

The final replies of the German and French governments 
to the British proposals were issued on April 16 and 17, re- 
spectively. The German note was conciliatory. Once again it 
accepted the principle of supervision and announced a readi- 
ness to extend it, on the basis of reciprocity, so as “to insure 
a non-military character for the $. A. (Storm Troops) and 
S. S. (Special Guards).” Germany would also consent that 
the other powers should postpone their arms reduction for 
five years after the signing of the convention. At the same 
time she insisted upon her own right to rearm defensively 
from the beginning of the convention, declining to wait for 
two years, as the British had suggested, for “appropriate 
means of aerial defense.” The defensive air force which she 
asked for would not include bombing planes, and was not 
to “exceed 30 per cent of the combined air forces of Ger- 
many’s neighbors or 50 per cent of the military aircraft pos- 
sessed by France at home and in her North African 
territories—whichever figure was less.” This arrangement 
would satisfy Germany for the first five years of a ten-year 
agreement, but thereafter the necessary reductions and in- 
creases should be made so that she might attain “full equality 
of numbers with the principal air powers” at the end of the 
ten-year period.” 

France in her note on April 17 closed the door by refus- 
ing to consent to any measure of German rearmament. In 
self-justification the French note cited recently published Ger- 
man figures which showed an increased expenditure for the 
army, navy, and air service amounting to 352 million marks. 
This increase had occurred while negotiations were in prog- 
ress and, in the French view, here was ample reason for 
ending the limited diplomatic conversations and returning 
to the method of conference. 


™ Text of French and German notes in Further Memoranda on Disarma- 
ment, Cmd. 4559. 
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Thus the efforts of the European powers to reach an 
agreement by parallel and supplementary negotiations broke 
down. In the language of diplomacy, the situation had de- 
teriorated. The gulf between France and Germany was as 
wide as ever; Germany was preparing to increase her military 
force regardless of the peace treaty; and there was a growing 
coolness in the relations between France and Great Britain. 


3. The Conference Meets Again, May-June, 1934 


On May 29, after a recess of seven months and in none 
too hopeful a mood, the Disarmament Conference recon- 
vened. On the first day, however, new life was injected into 
the proceedings by Mr. Norman Davis and by M. Maxim 
Litvinoff, representing the United States and the Soviet 
Union respectively. After stating once more that the United 
States was willing to codperate in disarmament and the pro- 
motion of peace, but making it clear that she would not use 
her forces “for the settlement of any dispute anywhere,” 
Mr. Davis appealed to the conference to consider the prob- 
lems resulting from the international trade in armaments. 


The American people and government are convinced that by 
some means the production and traffic in engines of death, and the 
profits resulting therefrom, must be controlled or eliminated. . . . 
My government is ready to join in measures for suppressing this 
evil and is prepared to negotiate in connection with disarmament a 
treaty that would deal drastically with this problem. 


The United States delegation and, in fact, the conference 
itself had hitherto shown little interest in this subject, and 
the adoption of such a positive attitude by Mr. Davis aroused 
fresh interest in the proceedings. 

The Soviet delegation also produced some new suggestions 
which seemed to reveal a marked change in the Russian 
attitude toward European politics. As a result of the menac- 
ing situation which the Soviet Union now faced from Ger- 
many in the West and from Japan in the East, there had been 
increasing signs of its rapprochement with France. At the 
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opening of the Disarmament Conference two years before, 
M. Litvinoff had advocated drastic all-around disarmament, 
a thesis pleasing to Germany but unpalatable to France. 
Now, on the first day of the new session, he came forward 
with proposals which implied full acceptance of the French 
dogma of security first. In spite of the Pact of Paris, he said, 
warlike operations and propaganda were proceeding apace 
and the talk of disarmament was now yielding to proposals 
for nothing more than arms limitation. The practical prob- 
lem was no longer one of arms reduction, which in any event 
was only a means to an end, but one of guaranteeing peace. 
This guarantee, he thought, might take the form of regional 
pacts of mutual assistance, without dividing states into mu- 
tually hostile camps. Each pact would admit every state in- 
terested in the security of the region concerned, and on a 
footing of absolute equality. M. Litvinoff suggested that the 
conference be transformed into a permanent body charged 
specifically with the prevention of war. Finally, in words 
which seemed to point to his country’s entering the League, 
he declared that his government was “prepared to add its 
contribution to even wider measures for the safeguarding 
of universal peace.”* 

The spirit of hopefulness aroused by the American and 
Russian statements was largely dissipated on the following 
day, when the British and the French Foreign Ministers, 
Sir John Simon and M. Louis Barthou, engaged in a debate 
which for blunt bitterness has had few parallels in recent 
diplomatic history. The resentments repressed in previous 
negotiations between the British and the French finally ex- 
ploded before the full conference and came near wrecking 
its deliberations. Sir John Simon, an experienced barrister, 
employed the methods of the trial court to convince the jury 
of nations that the British plan was the only sensible one 
before the conference, and that the governments opposing 
it had no workable substitute to offer. The British, he said, 

* Provisional Minutes, May 29, 1934. 
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“would not lend themselves to the indefinite continuance of 
vague and inconclusive discussions justified by nothing bet- 
ter than the sanguine hope that, after all, something in the 
way of a solution might still turn up.’”® The French Foreign 
Minister, more accustomed to the rough-and-tumble of the 
French Parliament than to the studied understatement of 
diplomatic intercourse, countered with right and left. He 
denied that the British alone. had submitted a concrete plan 
of disarmament. “Paternity has its illusions.” Other nations 
were not impotent: both France and Italy could point to 
their children. “We have a specific plan. You cannot reduce 
that plan to nothing merely by refusing to discuss it; it 
exists; it is the plan for the limitation of armaments—all 
armaments—dated January 1, 1934.”"° But it now seemed, 
said he, that any plan which did not receive the unqualified 
approval of Germany must be abandoned forthwith, and that 
the power which “had abruptly, violently, left the Disarma- 
ment Conference could command and impose its will upon 
it.” 

One day’s recess, then three more days, were taken to 
permit the disputants to cool off and to give the mediators a 
chance to mediate. Mr. Arthur Henderson, president of the 
conference, tried his hand with a resolution which had been 
accepted in advance by Great Britain, Italy, the United States, 
and a group of small powers. It aimed at suspending the 
general discussions until “further political preparation” had 
been effected. Since this meant a resumption of the bilateral 
negotiations which had recently broken down and an effort 
to obtain the return of Germany, the proposal was categori- 
cally rejected by M. Barthou, and in the bitter exchanges 
which followed Mr. Henderson threatened to resign. At no 
time had the prospect at Geneva been so dismal. Finally 
when the conference seemed to have reached its zero hour 


* Provisional Minutes, May 30, 1934. 
” Ibid. 
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the patient ingenuity of Mr. Norman Davis began to bear 
fruit." With infinite pains approximating genius he suc- 
ceeded in persuading M. Barthou to offer a program of his 
own. 

On June 8 the French plan was laid before the conference 
and adopted. It differed from Mr. Henderson’s resolution 
primarily in giving first place to the question of security. It 
accepted his major proposals by calling for a continuation of 
private negotiations with Germany on the basis of the notes 
of the four powers, in order to attain “final success by the 
return of Germany to the conference.” M. Barthou further 
recommended: 

1. Two special committees to study different aspects of 
the security problem: one to investigate the desirability of 
regional security agreements which, if concluded, would be 
linked with a general disarmament treaty in a way to be 
determined later by the conference; the other to study the 
question of guarantees of execution and examine the prob- 
lem of arms supervision. 

2. A third committee would consider the munitions trade 
“in the light of the statements made by the United States 
delegate.” 

3. The air committee would resume its study of questions 
raised by the conference resolution of July 23, 1932, calling 
for the prohibition of air bombardment, the limitation of 
military aircraft, and certain controls for civil aircraft.’* The 
work of these four committees was to be codrdinated by the 
Bureau of the conference. Meantime, the Soviet proposal 
that the conference should become a permanent institution 
under the title of ‘““Peace Conference” was to be submitted 
to the various governments for their consideration. On April. 

41M. Barthou stated that “in the leader of the United States delegation 
the French delegation had found an experience, a wisdom, a caution and 
an authority, and at the same time a solicitude for general peace that had 


been of special aid in its difficult task.” Provisional Minutes, June 8, 1934. 
Cf. The United States in World Affairs, 1932, 245, 314-316. 
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11 the committees envisaged in M. Barthou’s compromise 
were appointed.”* 

The mediators had brought peace between the peace- 
makers and had prevented a collapse of the conference. The 
final agreement was in no sense a solution of any of its prob- 
lems, but its continued existence had been assured and Anglo- 
French relations had been relieved of an acute strain. At the 
end of the session the French government was clearly in a 
stronger strategic position than at the beginning. Its security 
thesis had been advanced to a higher place in the agenda; 
it had held the good will of the Soviet Union and was again 
able to deal amicably with the British government. By agree- 
ing to Mr. Henderson’s proposals for renewed negotiations 
with Germany it had shifted from its own shoulders any 
responsibility for her further refusal to return to Geneva. 

The appointment of two special committees to study the 
question of security was a recognition both of the impor- 
tance of the problem and of its twofold character. There 
was, first of all, the matter of territorial security, regarding 
which the French delegation and its Central European asso- 
ciates had endeavored to obtain more specific and more inclu- 
sive pledges than other powers were willing to give. It was 
sometimes stated that if only Great Britain were prepared 
to do something more in this respect and calm the anxieties 
of the armed Continental nations, a general agreement on 
disarmament might easily be reached. The British govern- 
ment maintained, however, that when it signed the Locarno 
treaties it had given all the pledges for territorial security 
that could reasonably be expected. These agreements bore 
on the countries of Western Europe with which Great Britain 

*The committee studying regional security agreements recommended, in 
general, that they should conform to rules laid down in the Pact of Paris 
and the League Covenant and should not be directed at any power or group 
of powers. It was suggested that the Locarno Pact and the Model Treaty 
of Mutual Assistance be noted by those seeking appropriate formulas. The 
committee studying guarantees of execution merely outlined the different 


kinds of breaches of an eventual treaty which might occur and indicated 
what might be done by collective action in each case. 
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was intimately concerned, and the government was not pre- 
pared to extend its commitments to other parts of Europe 
in which its interest was less direct.* The Continental pow- 
ers demanding territorial security as the price of disarmament 
were not satisfied with the Locarno stipulations alone; hence 
their interest in supplementing them with a series of regional 
treaties, whose feasibility and desirability were now to be a 
subject for inquiry by a committee of the conference. 

The second security problem revolved around the so- 
called guarantees of execution; that is, joint undertakings by 
the powers signatory to a disarmament convention to insure 
its enforcement. The guarantee of execution in the original 
draft convention provided that in the event of a breach or 
the threat of a breach of the Pact of Paris the signatories to 
the convention should be called immediately into consulta- 
tion in order to preserve the peace. If they failed in this 
purpose they should determine which of the disputants 
should be held responsible. In its note of January 29 the 
British government proposed to strengthen this guarantee by 
providing for general consultation if either the disarma- 
ment agreement or the Pact of Paris were violated, and by 
a further understanding that the consulting powers should 
consider the steps to be taken for “restoring the situation” 
and “maintaining in operation the provisions of the present 
convention.” 

On April 10 the British government had asked the French 
what guarantees of execution they would require to enable 
them to accept the British plan as modified by the counter- 
proposals of Germany. The French replied that no such 
guarantees would make it possible for them to agree to any 
immediate measures for Germany's rearmament. Since the 
Germans had made it equally clear that they would sign no 
convention which did not provide for some rearmament, the 
deadlock had remained unbroken. If one compared the high 


™ Cf. Speech of Mr. Anthony Eden, on July 5, 1934. 
* Conf. D. 166. 








EUROPEAN REARMAMENT 209 


purposes set forth by the Allied and Associated Powers in 
the Treaty of Peace and in the Covenant with the accom- 
plishments of the Disarmament Conference in the fifteenth 
year after Versailles, there was every ground for discourage- 
ment. From the day when the conference first met in 1932 
until the day of its adjournment in June, 1934, the European 
political situation had grown steadily worse. In spite of this 
—or because of it—the conference had achieved nothing. 
No words could be more despairing than those of the Bul- 
letin of International News, published in London, ten days 
after the adjournment of the conference: 


All hope of disarmament had vanished, that of limitation of arma- 
ments had grown tarnished and faded, and the fear of general 
rearmament and its possible ghastly results had become a threat 
and a nightmare before the mind of the world.?¢ 


The anxieties, jealousies and distrust which beset the 
nations of Continental Europe during 1934 and the waning 
confidence in the League and the Disarmament Conference 
as agencies for security, caused a resort to alliances and en- 
tentes of the pre-war type with the two-fold purpose of 
avoiding trouble and of being prepared to meet it if it came. 
A German-Polish non-aggression pact was negotiated in 
January, a Balkan pact in February, and a Baltic pact in 
August. Other efforts to supplement the activities at Geneva 
appeared in the so-called Rome protocols of March (apply- 
ing to Austria, Hungary and Italy) and in the unsigned 
“Eastern Locarno” agreements of July. 


4. The Fear of War in Europe 


There was hardly an event of political importance in 
Europe during the years 1934 and 1935 which was not 
scanned attentively by Washington officials. American news- 
papers, particularly those in the East, reported them all at 
length and with background. Yet however limited the 


* Bulletin of International News, X, 812, June 21, 1934. Quoted G. M. 
Gathorne-Hardy, A Short History of International Affairs, 1920-1934, 323. 








& 


SET REESE nereerienenenenne os 


F 
' 








210 THE UNITED STATES IN WORLD AFFAIRS 


view may be thought to be, neither the United States gov- 
ernment nor its citizens treated these events as matters of 
vital concern to themselves. 

At the beginning of 1934, according to Continental opin- 
ion, there were three acknowledged “danger spots” in 
Europe—the Saar, Austria, and the Polish Corridor. The 
German-Polish treaty, appearing out of the blue, renounced 
for ten years the use of force between the parties and seemed 
to remove the danger of a war over the Corridor for at least 
that period of time. This was a most surprising develop- 
ment, but “all to the good.” It seemed to promise peace. 
But apart from that consideration the arrangement in itself 
was of no special significance to the United States. 

So far as Austria was concerned, the average American 
did not care whether she remained independent, joined Ger- 
many—or became a protectorate of Italy. The slaughter of 
Viennese Socialists by Chancellor Dollfuss in February, 1934, 
was deprecated as a piece of barbarism in a world suffering 
from moral deterioration. And when Dollfuss, in turn, was 
murdered on July 25 by supporters of the German Nazi 
régime, the tragedy was deplored, not only on account of 
the man himself, concerning whom many affectionate and 
amusing stories had been told, but also because it indicated 
that Chancellor Hitler’s henchmen were ready to go to un- 
civilized extremes to extend their doctrine and their power. 
Mussolini’s prompt action in massing troops on the Austrian 
frontier of Italy in that tense moment was thought to be 
commendable. The implications of this manceuvre, the inti- 
mate connection between the two countries circumstantially 
proved by the fact that Mussolini had actually commanded 
his troops to the border before the foreign diplomats sta- 
tioned in Vienna were told of the death of Dollfuss—these 
particulars were overlooked in a brief twenty-four hour 
thanksgiving that another war was not to start just then. 
For already there was talk on all sides of the next European 
conflict, how it might begin, how it would be fought. And— 
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in the United States—a fixed determination to stay out of 
it. As in 1914, 1915, 1916? Possibly, but the feeling did seem 
deeper and more general, and based upon the still vivid 
memory of 1917 and 1918. 

Like the German-Polish arrangement, the peaceable settle- 
ment of the thorny problem of the Saar in January, 1935, 
came as an agreeable surprise. Not that it made a whit’s 
difference to anyone in the United States whether the Saar 
returned to Germany, joined France, or remained under 
the League of Nations. When the plebiscite went over- 
whelmingly in Germany’s favor there was an impersonal 
recognition of the good offices of the League in supervising 
the voting, coupled with mild expressions of relief that the 
occasion had passed off without any violent incident. 

But as 1934 drew to its close there were new danger 
spots not clearly seen at the beginning of the year. In June 
Herr Hitler, acting as the supreme court of the nation in 
his own person, had seen fit to “purge” his party, admitting 
officially that he had directed the killing of 77 persons who 
stood in the way of his conception of the country’s good. 
The foul and cowardly details of that butchery, as they 
dripped off the front page of the papers, seemed like the 
sweat of nightmare. 

In October King Alexander of Yugoslavia and the French 
Foreign Minister, M. Barthou, met in Marseilles when 
en route to Paris to continue discussions looking toward pre- 
serving the peace of southeastern Europe, and they were 
both shot by a political assassin. Yet what this atrocity sig- 
nified no one could say, what it might lead to no one could 
predict, what the American people could do about any such 
thing—the Saar, Austria, Poland, purges, assassinations, per- 
secution of Jews, Protestants, Catholics, suppression of free 
speech and the free press—these matters, in the generally 
accepted sense of the phrase, were not among the “national 
interests” of the United States. 

Therefore their detailed story does not belong in this book. 
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The United States had no territory to protect, no alliance or 
Continental friendship to safeguard by her diplomacy, no 
economic object to gain, no position to establish in the re- 
appearing balance of power. Her interest in the maintenance 
of peace as such was identical in theory and somewhat less 
in fact than that of other nations nearer to the areas of poten- 
tial conflict. Except for her army, her navy, and her money— 
weapons which no other nation was apparently ready to 
place disinterestedly at the service of peace—the United 
States had nothing to contribute beyond her “moral influ- 
ence’’—so often asked for, but when given, ridiculed as med- 
dling by Americans in things they knew nothing about. 

Each successive European crisis of 1934 and 1935 seemed 
more threatening and more far-reaching than the last. When 
M. Barthou was murdered, there was a spell of anxious 
waiting to see whether war would follow or not. When, in 
the spring of 1935, Herr Hitler announced that Germany 
was arming and would continue to arm in spite of the re- 
strictions of the Versailles Treaty, there was breathless wait- 
ing all over again, until the censure of the League and the 
united front of Great Britain, France, and Italy at Stresa 
seemed to quiet the situation down. It was as if the devil 
had mankind tied to the wall, and stood off a distance, 
firing at him. A bullet passed his ear at the time of the Nazi 
purge, another nicked his leg with the assassination of 
Barthou, a neat shot lodged in the flesh of his shoulder 
when Hitler broke loose from the treaty. Closer all the time. 
Then, as Mussolini launched his troops toward Ethiopia, and 
in mid-August rejected the pleas and concessions put before 
him by Great Britain and France, the rifle was drawn up 
and over until it covered the victim’s head. He could look 
straight down the barrel. 


5. Rearmament in Europe 


It seems hardly necessary to dwell in detail upon the in- 
crease of armed forces in Great Britain and on the Continent. 
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The phenomenon was not peculiar to Europe, of course. 
Japan’s budget for national defense doubled between 1931 
and 1934 and showed, in the latter year, an increase of 388 
per cent over corresponding figures for 1913. In the United 
States expenditures for land, sea, and air forces increased 
191 per cent between 1913 and 1934,’’ and the Congres- 
sional appropriations for these purposes made in 1935 dur- 
ing the Seventy-fourth Congress were by far the largest of 
any peace-time year in the history of the country. In the 1913- 
1934 period French, Italian, and British expenditures showed 
increases ranging from 26 to 49 per cent. Germany's ap- 
propriations, restricted by the Treaty of Versailles, were 
naturally less; but in the latter year, in spite of all treaty 
safeguards, they were more than half as large as in the year 
before the Great War, and her budget for 1934-1935 pro- 
vided for military outlays 25 per cent above those of the 
fiscal year preceding. : 
Anyone who has examined the Armaments Year Book of 
the League of Nations with its more than a thousand pages 
of statistical material’® is familiar with the inherent diff- 
culty of presenting significant figures concerning the armed 
forces of the powers. For though “official publications of 
the different countries, such as collections of laws, official 
journals, army gazettes, military year books, statistical pub- 
lications, etc.,”"® are combed assiduously, the summary totals 
have to be based, except in a comparatively few cases, “solely 
on expenditure as shown in the budgets of national defense 
ministries.” In view of their origin, “the figures must be 
regarded as minimum figures””® only; the true situation is 
not divulged. Then, too, quite apart from difficulties arising 
out of the organization of the armed forces and the form 
of the expenditure accounts, variations in the internal pur- 


* William T. Stone and David H. Popper, ‘The Increasing Burden of 
Armaments,” Foreign Policy Reports, X, 210-224, October 24, 1934. 

* League of Nations, Armaments Year Book, 1935. 

* Ibid., 3. 

” Ibid., 994. 
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chasing power of currencies make comparisons unsatisfac- 
tory at any time: and in days of widely fluctuating exchanges 
like the present, any attempt to compare the armament ex- 
penditures of one state with those of another “‘produces 
absurd results.”** 

Nevertheless, the editors of the Armaments Year Book 
have tried to calculate world expenses for national defense 
in gold dollars of the old parity—the most logical basis that 
could be chosen; and the round figures derived from this 
labor have a story to tell that needs no embellishment.” 


Wortp Exrenpirurz on Nationat DerensE 
(In thousand millions of gold dollars) 

1927 1928 1929 1930 193% 1932 1933 1934 
8. 48 sf .28 43.42... 44... 49 
Except for 1931—the year before the Final Disarmament 
Conference first met, and 1932—the year of its meeting— 
expenditures after 1927 showed an uninterrupted increase, 
with every indication that the total for 1935 would prove to 

be substantially in excess of 5,000 million gold dollars. 

In spite of the importance conferred upon the problem 
of naval armaments by the treaties of 1922 and 1930 and 
the London conversations of 1934, and in spite of the shock 
caused by Germany's decision to increase her army from 
100,000 to 550,000 men, the race in arms in 1935 was a race 
for supremacy in the air, gradually apprehended in the 
United States and in Japan, but a matter of almost frenzied 
competition in Great Britain and on the Continent of Eu- 
rope. The expansion of Germany’s air establishment was a 
source of anxiety to all the other European powers. It was 
repeatedly charged, and repeatedly denied, that since her 
withdrawal from the Disarmament Conference in October, 
1933, Germany had been steadily increasing her strength in 
the air. Military airplanes had been denied to her by the 


™ Report of Technical Committee of the National Defence Commission 
1933. Document Conf. D. 158. V, 206. 
™ League of Nations, Armaments Year Book, 1935, 994. 
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Treaty of Versailles, but it was commonly believed that her 
commercial airplanes, unlike those of her neighbors, were de- 
signed so as to be readily adapted to military service. The 
increased military appropriations appearing in the German 
budget in the spring of 1934 prompted the British govern- 
ment to address a note of inquiry to Berlin. In their reply 
the Reich authorities insisted that there had been no viola- 
tion of the treaty, and that the heavier expenditures were 
incident to a reorganization of the army on a short-term 
enlistment basis” and to the institution of defensive devices 
against aerial attack. The increase in the appropriation for 
the Air Ministry from 78.3 million reichsmarks to 210 mil- 
lions was explained as due to replacement of commercial 
airplanes.™ 

There was ample evidence, however, that Germany was 
increasing her aircraft. In the United States a Senatorial com- 
mittee investigating the munitions traffic established the fact 
that Germany had greatly enlarged her purchases of airplane 
equipment in this country.” Writing in the Contemporary 
Review, Mr. Wickham Steed, the British publicist, said that 
“it would be a moderate estimate to state that Germany 
possesses more than 2,000 military airplanes, or airplanes 
convertible for military use.’"* And Mr. Winston Churchill, 
in the House of Commons on November 28, 1934, took an 
equally alarmist view. He asserted that “by the end of 1936 
the German military air force will be nearly 50 per cent 
stronger, and in 1937 double the strength, of Great Brit- 
ain’s.” Mr. Stanley Baldwin, for the government, was more 
conservative. An “excellent authority,” he said, fixed the 
number of German military airplanes at 600; another “good 
source” at “something over 1,000,” while the French gov- 
ernment estimated it at 1,100. The British air force available 
at home for the first line, according to Mr. Baldwin, was 


* Cf. Chapter X. 

™* New York Times, April 17, 1934. 

* Ibid., September 18, 1934. Cf. also Chapter XIII. 

* Contemporary Review, CXLVI, 513-22, November, 1934. 
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690 aircraft, and during 1935-1936 the first-line strength 
would be increased by 300 new planes.” For these reasons 
the British Minister saw “no ground at this moment for 
undue alarm or panic.’** Yet Mr. Baldwin frankly admitted 
that Germany's air armament had brought a change in the 
British policy toward Continental Europe. “There have been 
conversations with France,” he said, ‘‘none of which, I guar- 
antee, would have taken place had not Germany left the 
League and had not her internal actions regarding arms, been 
shrouded from that day in mystery.” 

So long as Germany talked in terms of land armament, 
the British government was inclined to sympathize with her 
insistence upon the right to arms equality with the other 
powers. But when Herr Hitler’s right-hand man, General 
Goering, undertook to make Germany a dominant power in 
the air, the British forthwith became as interested in secur- 
ity as ever the French had been. The bomber had eliminated 
much of the protection hitherto afforded the British by 
their island position: hence the cordial reception given in 
Downing Street to M. Barthou’s security pacts, followed 
soon afterward by Mr. Baldwin’s momentous declaration in 
Parliament that “when you think of the defence of England, 
you no longer think of the chalk cliffs of Dover; you think 
of the Rhine.” 

France, Italy, and Soviet Russia were also apprehensive 
over Germany's military preparations. The French Parlia- 
ment in June, 1934, voted a special credit of 3,000 million 
francs (about $200,000,000) for military purposes. About 
a third of this sum was to be used to strengthen the air arm, 
and a somewhat larger amount to complete the frontier for- 
tresses. The Italian government likewise authorized a large 
credit for increasing and modernizing its air forces, and on 


™The full program called for the construction of 460 first-line planes 
within the next five years. 

* Parliamentary Debates. House of Commons, CCXCV, 877, November 
28, 1934. 

*® Ibid., CCXCII, 2343, July 30, 1934. 
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September 17 prescribed compulsory military training for 
all males between the ages of eight and thirty-three years. 
According to the best available estimates, the military budget 
of the Soviet Union in 1934 was approximately double that 
of 1928.” 

On June 8, 1934, the General Commission of the Disarma- 
ment Conference at Geneva, just before its adjournment, 
instructed the Air Commission to resume forthwith its study 
of the conference resolution of 1932, calling for the prohibi- 
tion of air bombardment, the limitation of military aircraft, 
and certain controls for civil aircraft.** The Air Commission, 
on the day when it received these instructions, was rounding 
out its fifteenth month of inactivity. Indeed, it had not met 
—had never once been convened—since March 17, 1933. So 
far as can be ascertained, the commission as such gave no 
consideration to French, Swedish, Spanish, German, and 
British official proposals presented to it for the limitation of 
aircraft, nor to President Roosevelt's offer regarding the 
abolition of ‘“‘war planes.” On the record the commission 
deserved the implied rebuke from the General Commission 
coupled with orders to “resume forthwith.’’*? 

Fifteen more months after that strong instruction the Air 
Commission, so far as the record shows, had still not managed 
to meet—not once. There was no explanation for this extraor- 
dinary situation except the statement of its chairman, Sefior 
de Madariaga, that “he was convinced that it would do no 
useful work.’’** And this may be so; for everyone who could 
read a newspaper or sit through a news-reel knew of the 
mad pace at which competition in air armament was proceed- 
ing—German people drilled and flattered and exalted into 
“air-consciousness”; Russian “fireworks” in which as many 


* League of Nations, Armaments Year Book, 1934, 725; William T. Stone 
and David H. Popper, “The Increasing Burden of Armaments,” Foreign 
Policy Reports, X, 210-224, October 24, 1934. 

" Vide supra, p. 206. 

* League of Nations. Information Section, No. 6991; W. Arnold-Foster, 
“Rearmament,” Contemporary Review, CXLVIII, 12, July, 1935. 

* League of Nations. Information Section, No. 7180. 
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as one hundred and fifty parachutes loaded with human 
freight drop from half a dozen planes simultaneously in 
the sky; fast Italian aircraft with their brilliant pilots; French 
Supremacy in number of war planes and their military efh- 
ciency; a fifteen-ton Boeing bomber in non-stop flight from 
Seattle to Dayton at 252 miles an hour; and an increase of 
British first-line planes from a proposed permanent maxi- 
mum of 500, suggested in 1933 to cover both army and 
navy, to an ultimate maximum of 1,500 first-line craft for 
the home air force alone. 

In the autumn of 1935, physical rearmament, accelerated 
by competition and by the threat of a general war, was pro- 
ceeding at a feverish pace on the Continent. Political re- 
armament exemplified by limited treaties of the pre-war 
type was seen at work again. And in spite of the near memo- 
ries of 1914-1918, in spite of the spectacle of 11,000,000 Brit- 
ish citizens putting themselves on record as ready to pursue 
every known avenue to preserve peace, rearmament of the 
spirit was on its way. There was Goering strutting forth 
his Aryan creed; there was Mussolini exalting war as the 
be-all and end-all of mankind. To the people of the United 
States, removed by three thousand miles, these doctrines rang 
hollow, impossibly unreal—they were the inflammatory talk 
of eccentrics. Or were they something more? Were they the 
first crude expression of the rising spirit of war? 

On May 22, 1935, the British Secretary of State for Air, 
Lord Londonderry, explained to the House of Lords the 
new program of air defense, suddenly determined upon in 
view of the German disclosures. His friend, Mr. Ramsay 
MacDonald, in the famous White Paper of March 3, had 
sounded the warning: “Rearmament, if continued at the 
present rate, unabated and uncontrolled . . . may conse- 
quently produce a situation where peace will be in peril.” 
Mr. MacDonald had said that pacts were inadequate for 
peace. Britain must have in the background the means of 
defending herself against attack; and so “we had to begin 








EUROPEAN REARMAMENT 219 


to meet our deficiencies.” But Lord Londonderry, two months 
later, spoke in a different vein. His speech was not one of 
explanation and justification, but of excitement and pride; 
and at its close, in a peroration that seemed strange and 
strident to a world still supposedly at peace, he summoned 
John Milton to lend nobility to his theme—the British air 
force.™ 


Methinks I see in my mind a noble and puissant nation rousing 
herself like a strong man after sleep and shaking her invincible 
locks. Methinks I see her as an eagle mewing her mighty youth 
and kindling her undazzled eyes at the full midday beam. 


There was no reason to think that the spirit of Lord Lon- 
donderry’s speech represented the emotional attitude of 
either his government or his people. Indeed, when Mr. Mac- 
Donald resigned as Prime Minister in June, 1935, and Mr. 
Baldwin succeeded him, Lord Londonderry’s name did not 
appear as a member of the new Cabinet. Nevertheless, fear 
of another general European conflict was rife in Britain; air- 
plane factories were engaged in overtime production of 
fighting units, and the government had accepted the grim 
challenge of a race in arms. The forces of emotional rearma- 
ment were in the saddle in Germany and in Italy. Was Lon- 
donderry’s summons as discordant with the British temper 
as it sounded: or might it be, after all, a trumpet over the 
body of the glory of war, dead for fifteen years, but now 
stirring into resurrection? 


™ Parliamentary Debates. House of Lords, CXVI, 1002-1019, May 22, 1935. 
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CHAPTER TWELVE 


THE UNITED STATES, THE LEAGUE, AND THE THREAT 
OF WAR 


AS WORLD politics became confused and the prospect of 
maintaining peace grew obscure, the United States showed a 
strong disposition to reduce all external political contacts 
and commitments which might lead to international friction. 
Witness the deliberate improvement in relations with Cuba, 
Haiti, and El Salvador, the program of withdrawal from 
the Philippines, and the unwillingness further to bear the 
brunt of the controversy between Japan and the Western 
powers. The desire to be clear of foreign political entangle- 
ments was likewise attested in January, 1935, when the Sen- 
ate took action upon the proposal that the United States 
adhere to the Permanent Court of International Justice—the 
so-called World Court. 


1. The World Court as an Issue 


Six months before, on June 16, 1934, Congress by joint 
resolution had voted to join the International Labor Organi- 
zation at Geneva, a fact-finding body which had rendered ex- 
cellent service in its investigation of conditions affecting 
labor throughout the world. This institution had been estab- 
lished under the auspices of the League of Nations, but it 
possessed complete autonomy and by no stretch of the imagi- 
nation could any state be deemed to assume any political 
obligation by joining it. Friends of the League in the United 
States hoped that such a first step, though neutral in itself, 
might lead still further. But Congress did its best to discour- 
age that hope, and into its resolution authorizing adherence 
it wrote a proviso of understanding that membership in the 
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International Labor Organization involved “no obligation 
under the Covenant of the League of Nations.’ 

Like the International Labor Organization, the World 
Court, too, was autonomous, but since its province was law 
rather than economics it was more liable to abuse as a politi- 
cal issue. The question whether the United States should 
join the Court or not had been before the country for about 
a dozen years. On February. 24, 1923, President Harding 
asked the Senate to consent to adherence, subject to four 
reservations prepared by Secretary of State Hughes. The 
Senate took no action before Mr. Harding’s death, and on 
December 6, 1923, President Coolidge renewed the request, 
but with no effect. In 1924 the platforms of both the Demo- 
cratic and the Republican parties endorsed the principle of 
adherence to the Court, and the question was kept almost 
continuously before the Senate until on January 27, 1926, 
by a vote of 76 to 17, it consented to ratification, adding, 
however, a fifth reservation to those already proposed. As 
a condition of ratification, the Senate stipulated that the other 
nations adhering to the Court should accept these reserva- 
tions by an exchange of notes. This proviso led to a rather 
involved situation and to a protracted delay. In 1929 a com- 
mittee of eminent jurists meeting in Geneva to revise the 
statute of the Court agreed upon a formula which was de- 
vised to accord with the spirit of the American reservations 
and at the same time to satisfy other members of the Court. 
The results of these two aspects of their work were embodied 
in a protocol for American accession, prepared by Mr. Elihu 
Root, one of the members of the committee, and a protocol 
for the revision of the statute. 

Thanks to these complications, it now became necessary 
for the Senate to give its advice and consent to the ratifica- 
tion of three instruments—the protocols of signature, revi- 


* Even in the formal letter of acceptance of membership the United States 
government took occasion to lay stress on its understanding that the I. L. O. 
was independent of the League. 
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sion, and accession. All three had been signed on behalf of 
the United States on December 9, 1929, during the admin- 
istration of President Hoover, but they were not submitted to 
the Senate until December 10, 1930. Its Committee on For- 
eign Relations finally produced a favorable report on June 1, 
1932, eighteen months later, but nothing was done with it. 
In the same month, however, both the Democratic and the 
Republican parties again endorsed adherence in their plat- 
forms, and President Roosevelt, upon being elected, was 
bound pro tanto. During 1933 the government was too 
deeply engrossed in domestic legislation of an emergency 
character to devote time to the question of the Court, but in 
the spring of 1934 the Senate Foreign Relations Committee 
bestirred itself and announced that the protocols would be 
brought up for consideration early in the next session. 

The new Congress met on January 3, 1935. Mr. Roosevelt, 
like every President since the World War, was friendly to 
the Court and thought that it would be wise to have the issue 
settled before domestic legislation should become too con- 
troversial. On January 5, therefore, he called a conference 
of Senate leaders and representatives of the Department of 
State to consider immediate action on the protocols. Four 
days later the Senate Committee on Foreign Relations, by a 
vote of 14 to 7, submitted a report recommending ratifica- 
tion, but accompanied it with an “understanding” on the 
part of the United States “that the Permanent Court of 
International Justice shall not, over an objection by the 
United States, entertain any request for an advisory opinion 
touching any dispute or question in which the United States 
has or claims an interest.” 

This understanding was virtually a restatement of the 
fifth reservation which the Senate had included in its con- 
sent to ratification in 1926. At that time certain members 
of the World Court had taken exception to it; but the De- 
partment of State had since made inquiries which indicated 
that leading members of the Court, in view of the provisions 
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of the Root protocol of accession, would no longer object. 
Moreover, it was believed by some friends of the Court that 
such an additional phrase would go far to allay opposition 
in the Senate. Indeed, two days after the Committee on 
Foreign Relations had recommended this reservation, a corre- 
spondent of the New York Times reported that open opposi- 
tion in the Senate had dwindled down to twelve “bitter- 
enders.’”* | 

The resolution of adherence was debated intermittently 
from January 14 to January 29, 1935. President Roosevelt, 
contrary to his frequent custom, did not send a message in ad- 
vance of the Senate’s consideration of the measure; but on 
January 16, after opposition began to crystallize, he dis- 
patched a brief note stating that “at this period in inter- 
national relationships, when every act is of moment to the 
future of world peace, the United States has an opportunity 
once more to throw its weight into the scale in favor of 
peace.” He urged that “consent be given in such form as not 
to defeat or delay the objective of adherence.’”® 

In spite of the President’s appeal and admonition, the 
Senate added two new “understandings” to the resolution. 
On January 24 it accepted an amendment by Senator Vanden- 
berg of Michigan which declared that adherence “shall not 
be so construed as to require the United States to depart 
from its traditional policy of not intruding upon, interfer- 
ing with, or entangling itself in the political questions of 
policy or internal administration of any foreign state; nor 
shall adherence to said protocols and statute be construed 
to imply a relinquishment by the United States of its tradi- 
tional attitude toward purely American questions.’’* On Jan- 
uary 29 the Senate adopted a second amendment offered by 
Senator Thomas of Utah. Adherence to the Court was to 
be approved “‘with the understanding that recourse to the 


* New York Times, January 12, 1935. 
* Congressional Record, Seventy-fourth Congress, First Session, 479. 
* Ibid., 916. 
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Permanent Court of International Justice for the settlement 
of differences between the United States and any other state 
or states can be had only by agreement thereto through gen- 
eral or special treaties concluded between the parties in dis- 
pute.””® 

These protective clauses, both of which had popped up 
in 1926, if taken with the Senate committee’s own reserva- 
tion, would virtually have left the United States under no 
commitment except that of contributing a small amount 
yearly toward payment of the Court’s expenses. Many other 
amendments were proposed, mostly by opponents of the 
Court, who sought to encumber the resolution with foolish 
and objectionable reservations and thus make it unacceptable 
even to its friends.® 


2. The Effects of Propaganda 


While debate on the resolution was under way in the 
Senate, propaganda both for and against the World Court 
was conducted assiduously throughout the country. Its 
friends, however, had been more active in 1933 and 1934. 
In these years they had obtained the endorsement of the 
Court by sixteen state legislatures as well as by the United 
States Chamber of Commerce, the American Federation of 
Labor, the National Grange, and approximately three- 
fourths of the newspapers in the United States. Counter- 
propaganda was increased as the time approached for a vote 
in the Senate. It became bitter and intense. Senators who had 
not definitely committed themselves in favor of the resolu- 
tion were subjected by its opponents to public pressure such 
as had not been seen since 1928, when supporters of the 
Pact of Paris inundated Washington with petitions bearing 
two million signatures. 

The legislatures of three states—Delaware, Nebraska, and 

5 Congressional Record, Seventy-fourth Congress, First Session, 1196 ff. 


*Cf. Manley O. Hudson, “The United States and the World Court,” 
American Journal of International Law, XXIX, 301-307, April, 1935. 
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Wisconsin—recorded themselves against adherence; a ma- 
jority of the members of the Massachusetts legislature sent 
individual telegrams of protest, and the Georgia House of 
Representatives adopted resolutions in the same sense.’ As 
the debate progressed, opposition to the Court swelled 
throughout the country, and the drive upcn Washington 
daily grew stronger. Although it was still expected that the 
Senate would approve ratification, the chances lessened 
perceptibly as the vote was delayed. The Hearst newspapers, 
with their large circulation in important cities, led the op- 
position; and they were effectively seconded by Father 
Charles E. Coughlin, the “radio priest’ of Detroit, who 
displayed remarkable talents as a demagogue. 

The alignment in the Senate was largely non-partisan. 
The so-called progressive bloc of Republicans, led by Messrs. 
Borah and Johnson, was the only political group solidly 
opposed to ratification, but their efforts were augmented by 
a number of Democratic Senators. The objections offered in 
the Senate, over the radio and in the Hearst and other news- 
papers, bore little relation to the proposed protocols. The 
Court was denounced as a creature of the League; the Ad- 
ministration was accused of attempting to sneak into the 
League by the back door; the Court itself was criticized as a 
political body, quite apart from its connection with Geneva, 
and its decision in the Austro-German customs-union case 
was cited to prove the point. The country was told that being 
in the World Court would result in the cancellation of war 
debts, the lowering of the bars against immigration, the end 
of tariff protection for the workingman, and the disappear- 
ance of the Monroe Doctrine. The United States would find 
itself embroiled in European quarrels and would eventually 
end up in another World War! 

The resolution came to a vote on Tuesday, January 29, 
1935. It was the opinion of Washington observers that the 
fate of the measure had been decided during the preceding 


* Manley O. Hudson, Joe. cit., 304. 
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week-end. During those few days the opposition, well or- 
ganized, delivered a mass attack; the country’s radio facili- 
ties were employed day and night in carrying to millions of 
homes a bitter denunciation of the Court as a sinister or- 
ganization threatening the liberties of the American people. 
On a single day 40,000 telegrams referring to the Court were 
delivered at the Senate offices, and it was estimated that no 
fewer than 200,000 messages were wired to Washington 
during the course of the debate. The final poll showed 52 
Senators in favor of adherence and 36 opposed. The meas- 
ure thus lacked seven votes of the necessary two-thirds re- 
quired for ratification. According to Senator Robinson, fifteen 
members who had been friendly but non-committal were in- 
fluenced by the reaction stirred up against the Court through- 
out the country, and in the end voted against it. Some of 
its friends were disappointed that President Roosevelt failed 
to throw the whole weight of his influence behind ratifica- 
tion. It is possible that by resorting to party discipline he 
could have checked the wave of defection in the Senate be- 
fore it gained headway, but his effort could hardly have 
reversed the tide of popular feeling, and might indeed have 
intensified it. Ratification obtained under such conditions 
would probably have resulted in an empty victory. 

The champions of the Court had not been idle during the 
controversy, but they labored under a heavy handicap. They 
could not appeal to the passions, fears, and prejudices of 
the public after the manner of the opposition, even if they 
had desired to do so. The character of their cause did not 
permit this; their appeal was necessarily non-emotional. Fur- 
thermore, as Professor Hudson pointed out, during the dozen 
years in which the question had been before the Senate the 
matter had become so complicated by reservations, new 
protocols, stipulations, and understandings, that only a small 
portion of the American people were able to follow the dis- 
cussions intelligently, and because of this bewilderment pop- 


® Cf. Senator Robinson’s article in New York Times, February 3, 1935. 
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ular sentiment could not be aroused on behalf of the Court. 
The advocates of adherence also found that world condi- 
tions were militating against them. War alarms had been 
sounding in Europe, Asia, and Africa. The nations overseas 
were arming. Hence a growing desire among the American 
people for insulation against shocks. At the same time they 
carried a sullen resentment against the widespread defaults 
of foreign borrowers, both public and private, on their debts 
to the government and to citizens of the United States. 

It would be misleading to interpret this hostile vote as 
proving that “the people of the United States have no in- 
terest in European affairs.” It goes without saying that their 
knowledge, like that of lay people everywhere, is limited: 
it has been shown again and again that they may be easily 
led by oratory of the emotions. But when many thousands of 
individuals, however influenced, will go to the trouble and 
personal expense of sending telegrams to Washington im- 
ploring their Senators to keep the country out of the World 
Court because it may lead to European complications, their 
interest in foreign commitments is very real and very clear. 
They wish to avoid these complications—and they fear them. 


3. Principles and Practice of Collective Action 


The World Court had been presented by its friends as an 
indispensable part of the machinery for collective security. 
But early in 1935 the American people were weighing facts 
which seemed to indicate that the integral machinery was not 
working well. Critics of the League of Nations not only in 
the United States, but abroad, were asking whether the 
League would really be able to protect any one of its fifty- 
odd members from the aggressive acts of a headstrong 
nation. They cited the fact that China had not been pro- 
tected against Japan, and that the war in the Chaco had 
been allowed to drag on for nearly three years because the 

° Op. cit. 
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powers dominating the League lacked the will to use its 
machinery. 

This may not have been due to any fault in the mecha- 
nism itself; if it were, that fault might have been corrected. 
But machines do not run without power, and to supply the 
power is a wholly different problem from that of correct- 
ing a structural defect. Lord Lothian pointed out that no 
fewer than two hundred pacts of one kind or another for 
promoting political stability had been drafted, signed, and 
ratified within the past few years. Their very number bespoke 
their inadequacy; the needed power or motive force behind 
these agreements was lacking because the signatories were 
apparently not prepared to work collectively for peace. 

Collective security “contemplates the elimination or re- 
striction by collective action or agreement, of recourse to vio- 
lence on the part of any particular state for the purpose of 
carrying out the individual policy or will of that state.” 
If one state, alone, attempts to prevent another state from 
having recourse to violence, the result is either a war or a 
treaty; and inasmuch as the persistent pursuit of this restric- 
tive policy involves the risk of starting a war, no single state 
is likely to adopt it unless its own national interests are 
seriously threatened by aggression. Such a separate defensive 
course is obviously not collective action. If a few states join 
together to restrict an aggressor nation, their action may be 
described as collective, if one wishes; it may also be called 
joint action (with which we were familiar before the war), 
or it may be called an alliance. What it really is and what it 
should be called depend entirely upon the purpose by which 
it is animated—whether to exercise police force as such and 
then be done with it, or to preserve a status guo which is full 
of inequities, or (as was the case at Versailles) to win the 
war and take from the defeated nation territory, naval 
power, merchant ships, trade, and reparations. 

The closer any state is to the potentially aggressive nation, 


* Philip C. Jessup, International Security, 110. 
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the less interested it is in peace in the abstract, the more inter- 
ested it is in peace in that particular spot—to be preserved, if 
necessary, by extreme measures. This, shall we say, is the 
case of France. The further away a state is from an ag- 
gressor nation the less interest it has in imposing peace in 
that particular sector, the more concerned it is about peace 
generally, as the condition under which trade prospers and 
living conditions improve. This, shall we say, is the case of 
the United States. The difficulty with collective action, in any 
significant sense of the phrase, is that nations with as dif- 
ferent views as those of France and the United States are 
expected to act with a common purpose under such a system. 

There is a middle ground. When the Disarmament Con- 
ference—representing the collective ideal—found that it 
could not proceed further on an all-inclusive international 
basis, the principal armed powers tried to see what they 
could accomplish in the field of physical disarmament by 
“parallel and supplementary efforts’ among themselves and 
vis-a-vis Germany. Similarly, when, early in 1935, it seemed 
very questionable whether the League of Nations, as a 
collective agency, could marshal the power of non-aggressor 
states against the aggressor, certain states that were mem- 
bers of the League made “parallel and supplementary ef- 
forts” to arrange treaties of mutual non-aggression that 
applied to certain natural political areas. Often in their con- 
ception, and always in their phraseology, these arrangements 
conformed to the principles of the League; but as European 
conditions worsened, as disarmament lost ground and re- 
armament took its place, it was feared that the new treaties 
could not maintain their original ideology but would de- 
generate into alliances of the pre-war type. 

The first quarter of 1935 saw many such new and am- 
biguous arrangements designed to achieve political stability 
in Europe. Washington was interested in the peregrinations 
of British and French statesmen to Berlin, Moscow, Prague, 
Rome, and Warsaw only in a general way, and chiefly to try 
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to gauge whether these diplomatic visits would lead to con- 
structive settlements. Thus the conversations in Rome early 
in January, 1935, seemed at first sight to dissolve standing 
suspicions between France and Italy and to develop a com- 
mon view with regard to important questions of mutual 
concern. By agreeing to consult in the event of any aggres- 
sive act by a third power against Austria, they accomplished 
the dual object of warning Hitler and of quieting the appre- 
hensions of the Little Entente. Yet observers did not over- 
look the fact that this understanding was confined to two 
powers, and was conceived with respect to a highly special 
situation. If any further agreements were reached between 
Laval and Mussolini, they were not made known, and the 
transaction as a whole bore closer resemblance to an entente 
for limited purposes than to an accord in the spirit of collec- 
tive action. 

On February 3, 1935, the Prime Ministers of Great Britain 
and France, meeting in London, issued a Declaration in- 
tended to provide the basis for “‘a general settlement freely 
negotiated among the other powers, including Germany.” 
Essentially the Declaration was an invitation to Germany to 
join the collective system on terms of equality with the other 
great nations and to collaborate with them in promoting gen- 
eral European security. It contemplated a new agreement on 
armaments which, by canceling the military provisions of the 
Treaty of Versailles, would have removed one of the prin- 
cipal grievances of Germany. It also provided for an Eastern 
pact of mutual assistance similar to the Locarno Pact negoti- 
ated by the Western powers in 1925," a Central European 
pact for safeguarding the independence of Austria, and an 
air pact obligating the Western powers to give immediate 
assistance to any of the signatories who might be subjected 
to unprovoked aerial bombardment. Here was a proposal of 
general aspect, envisaged under the principle of collective 
security; but by a series of steps, possibly malicious on Ger- 

™ Belgium, France, Germany, Great Britain, and Italy. 
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many’s part, possibly inept on the part of Great Britain, the 
project gradually assumed another character and emerged, in 
the end, a British-German “deal.” 

It is instructive to follow the sequence of the negotiations. 
Herr Hitler gave a conciliatory answer to the French and 
British ambassadors on February 14, but he ignored the pro- 
posed treaties for Eastern and Central Europe, and in approv- 
ing an air treaty he disclosed the fact that Germany, in spite 
of the prohibitions of the Treaty of Versailles, now had a 
substantial air force. He suggested that further discussions 
of these matters should be undertaken directly by the British 
and German governments, and Sir John Simon, the British 
Foreign Minister, made arrangements to visit Berlin on 
Match 7. 


4. The Consequences of the British White Paper 


The scene of action was not Geneva, and further progress 
now depended upon bilateral conversations between Great 
Britain and Germany; but thus far negotiations had pro- 
ceeded smoothly. However, three days before the date ap- 
pointed for the Hitler-Simon conference the British govern- 
ment committed what looked like a diplomatic gaucherie. 
Over the initials of Mr. Ramsay MacDonald there appeared 
a White Paper which called for an increase in the British 
military services “to preserve peace, to maintain security, and 
to deter aggression.” The document criticized Herr Hitler's 
plans for rearmament as tending to “aggravate the existing 
anxieties of Germany’s neighbors,” and consequently to “pro- 
duce a situation where peace will be imperiled.” It evoked 
loud protests in Germany, and on the day following its 
publication Herr Hitler either actually or diplomatically con- 
tracted a cold and postponed his meeting with Sir John 
Simon. 

By March 16 the German Chancellor had evidently recov- 
ered in good style from his disability, for he announced his 
decision to restore compulsory universal service in the Reich 
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and to maintain an army of 550,000, a quarter of a million 
more than he had tried to obtain by negotiation the year 
before, and 350,000 more than the “armed powers” had 
hitherto been willing to concede. France and Italy protested 
vigorously, and Great Britain rather mildly, against this uni- 
lateral repudiation of the Treaty of Versailles, and France 
requested that an extraordinary session of the League Council 
be summoned to consider Germany's action. Meantime, on 
March 25 and 26 Sir John Simon finally had his talk with 
Herr Hitler and found him less amiable than he had ap- 
peared to be during his discussion of the Franco-British Dec- 
laration a few weeks before. Full details of the exchange of 
views were not divulged, but the British Foreign Minister 
informed the House of Commons that it had revealed a “con- 
siderable division of opinion.” The chief result of the con- 
versations was their indication that Germany, for the time 
being at least, did not intend to codperate in any program 
of collective security. 


5. Reunion at Stresa 


On April 11, 1935, when representatives of France, Great 
Britain, and Italy met at Stresa for the purpose of exploring 
the situation more fully, the outlook was by no means so 
hopeful as it had appeared to be at the January and February 
meetings in Rome and London. Simultaneously with Ger- 
many’s decision to rearm, the French government extended 
the period of compulsory military service and was negotiat- 
ing a pact of mutual assistance with the Soviet Union as a 
measure of defense against Germany. The British govern- 
ment likewise had decided that a material addition to its 
military budget was imperative. Italy was making threatening 
gestures toward Ethiopia. Austria, Bulgaria, and Hungary 
were claiming the same right to rearm that Germany had 
assumed; and even some of the former European “neutrals” 
were contemplating an increase of their military defenses. 

In seeking to present a united front, the three powers con- 
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ferring at Stresa had to consider what action they should take 
at the coming session of the League Council with regard to 
Germany's rearmament, and what steps would be helpful in 
furthering the adoption of the Eastern and Central European 
pacts and the Western air pact. Their communiqué on 
April 14 indicated complete agreement on a common line 
of action in dealing with all these problems. Certainly 
their labors resulted in an initial success; for on April 15, the 
day after the adjournment of the Stresa Conference, the 
League Council met in extraordinary session, and on the 
17th, without a dissenting vote, it adopted a resolution con- 
demning Germany’s rearmament as a violation of the Treaty 
of Versailles.’ 


6. The Franco-Soviet Pact 


So much for collective action of a repressive character, 
agreed upon by three great powers troubled with the prob- 
lem of controlling resurgent Germany. Within three weeks 
France and the Soviet Union concluded their pact of mutual 
assistance. This agreement was ostensibly within the frame- 
work of the League and was open for the adherence of other 
states, including Germany and non-members of the League: 
but Germany denounced it as a military alliance in disguise, 
and it was clearly a new bar to a general European settle- 
ment. Conceivably the treaty made one contribution to a 
collective system for Europe by linking the Soviet Union to a © 
Western power for the first time through a pact of mutual 
assistance. There were those, however, who believed that a 
collective system organized on this basis would not promote 
peace, since it would tend to prevent the localization of con- 
flicts. Among these skeptics was Herr Hitler. In a speech 
before the Reichstag on May 21 he paid his respects to the 


™ Denmark abstained from voting, but under League procedure a state 
abstaining was regarded as officially absent. League of Nations, Minutes of 
Eighty-fifth (Extraordinary) Session of the Council P.V. 3 (1), 10. 
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Franco-Soviet agreement and to the proposed Eastern pact, 
declaring that Germany could not approve such arrange- 
ments with the Soviet government because her own “‘ideol- 
ogy” was incompatible with that of a régime dedicated to the 
destruction of the capitalist civilization of the West. The 
Chancellor reiterated his opposition to all multilateral agree- 
ments of mutual assistance and stated that his government 
would negotiate pacts of non-aggression and consultation 
only with its neighbors.** He was ready, however, to enter 
into arrangements for localizing conflicts and isolating ag- 
gressors, as well as to negotiate an air pact with the signa- 
tories of Locarno. Although resentful of the recent League 
resolution condemning Germany’s rearmament, Herr Hitler 
did not bar a return to Geneva but he stated that this would 
not be possible until the Reich could be assured of full 
equality with the other member states. Germany must have 
air parity with the strongest Western power, and a naval 
force equal to 35 per cent of that of the British; furthermore, 
any system of European codperation for the maintenance of 
peace should “conform to the law of continuous develop- 
ment” by providing for easy treaty revision to meet changing 
conditions. 

By his intimation that Germany might return to the 
League, by his promise to respect the territorial arrangements 
of Versailles and by his offer of what seemed to be a tangible 
basis of negotiation for the limitation of armaments, Herr 
Hitler evoked a friendly response in official London. It was 
reported that his proposals caused Mr. Stanley Baldwin to 
tear up part of a speech on air armament which he had pre- 
pared for delivery in the House of Commons on the day 
following the Chancellor’s address; in any event, Mr. Bald- 
win told the House that the German presentation should 
have “‘serious and prompt study from us all.” 


*From the list of eligible neighbors he expressly excluded Lithuania, 
because of the Lithuanians’ alleged mistreatment of Memel. 
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7. The Anglo-German Naval Agreement 


The favorable impression which Herr Hitler’s speech had 
made upon the British Cabinet soon produced tangible re- 
sults, for within two weeks naval conversations were begun 
in London with a German delegation which had been ex- 
pressly invited there for that purpose. Within two more 
weeks, on June 18, Great Britain and Germany had con- 
cluded an agreement fixing the strength of the German fleet 
at 35 per cent of that of the whole British Empire. This was 
a matter in which the United States and other signatories of 
the Washington Treaty of 1922 were deeply interested; for 
since that treaty contemplated naval equality for Great 
Britain and the United States, it was obvious that any ratio 
agreed upon between Britain and Germany would also auto- 
matically fix the relation between the navies of Germany 
and the United States. The position of Japan, France, and 
Italy would be affected in like manner. 

When the Anglo-German agreement was announced, the 
attitude at Washington was non-committal, but Paris and 
Rome were critical in the extreme. They could not reconcile 
this procedure with the attitude of Great Britain two months 
before, when she joined other powers of the League in de- 
nouncing Germany's violation of the clauses in the Treaty 
of Versailles limiting land armaments. They felt that the 
British government, after condemning one breach of the 
treaty, was now conniving with the Reich in perpetrating an- 
other. “Perfidious Albion” was accused of rushing the agree- 
ment through with indecent haste and of abandoning her 
associates of the Stresa front. Why had Great Britain sud- 
denly decided to discard the collective system and play a lone 
hand? The French, always sticklers for legality, announced 
that they would not recognize the legitimacy of a navy built 
in violation of a treaty and bearing only the British seal of 
approval, while Signor Mussolini wished to know why the 
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British were so much more considerate of Germany than of 
the rights of their former ally, Italy, under the Treaty of 
Versailles.™* 

Meanwhile, the agreement was hailed throughout Ger- 
many and was accepted in Britain with a sense of relief in 
Some circles and with sharp criticism in others. It gave the 
Reich a navy three times the size of that permitted by the 
Treaty of Versailles, and it signalized to the German people 
the annulment of one more restriction of that hated instru- 
ment. Indeed, by basing the ratio on the naval strength of the 
whole Empire, instead of on that of Great Britain alone, the 
Germans came near to attaining parity with the British in the 
North Sea, since a substantial portion of the British fleet 
would be on duty elsewhere. London felt relieved that the 
threat of a naval race had been at least temporarily removed. 
For it had transpired that for some time past Germany had 
been secretly building submarines and had even laid down 
two battleships of 26,000 tons each. Now that she had been 
tied to a fixed ratio, there was less cause to fear that she 
might proceed, treaty or no treaty, to build as many ships of 
each kind as she desired. The advantages were certainly not 
wholly on the side of Germany. The ratio of 35 per cent was 
to be applied separately to each class of ships except sub- 
marines,” and not to the tonnage as a whole; thus Germany 
could not concentrate her tonnage quota in a single type of 
ship and become a dangerous rival to Great Britain and 
France in the North Sea. Furthermore, under this arrange- 
ment the British would be able to control the types of ships 
which Germany could build: she might build, for example, 


“ New York Times, June 30, 1935. For a realistic French view of the 
treaty, cf. André Géraud (‘‘Pertinax’’), “France and the Anglo-German Naval 
Treaty,” Foreign Affairs, XIV, 51-61, October, 1935. 

* A surprising feature of the agreement was its concession to Germany of 
eventual parity with Britain in submarines, although in the first stages the 
quota was fixed at 45 per cent. This was a far cry from the British demand 
in 1919 for a complete ban on submarines for Germany. 
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one-third as many battleships or cruisers as Great Britain 
possessed, but she could then construct no more until the 
British decided to lay down three. 

It was possible to claim that this agreement with the Reich 
was a realistic attempt to achieve limitation of armament— 
in fact the only effort in the past few years which offered any 
prospect of success. And far from marking the abandonment 
of the collective system, the British insisted that their plan 
would strengthen it by eradicating war complexes and creat- 
ing a “new deal” for Germany and Europe. As further proof 
of their adherence to the international principle, they an- 
nounced that they would call a general naval conference 
later in the year for the purpose of extending the program 
of limitation. The whole proceeding, as the British inter- 
preted it, was unimpeachable. Nevertheless, they did not 
succeed in removing the suspicion of their former allies that 
their government, now dominated by the Conservative party, 
had returned to the traditional Tory policy of maintaining 
the Continental balance of power by throwing its weight 
first on one side and then on the other. 

The new naval agreement may “have broken the ice of 
the rigid political situation in Europe,” as Herr von Ribben- 
trop, leader of the German naval delegation to London, ex- 
pressed it, but in creating a breach in the Stresa front it prob- 
ably accentuated an estrangement which already existed 
between Great Britain and Italy as these two countries found 
themselves completely at odds over the question of Ethiopia. 
Certain it is that the “deal” caused British diplomatic 
prestige to suffer a setback on the Continent (except, of 
course, in Germany), and it was unfortunate that this should 
occur at the moment when Signor Mussolini was assuming 
such an aggressive attitude toward Ethiopia. For it was al- 
ready plain that every diplomatic resource of Great Britain 
would soon be needed to prevent a collapse of the collective 
System. 
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8. War Threatens Ethiopia 


The origins of the dispute between Italy and Ethiopia 
seem relatively trivial; but so for a time seemed the incident 
at Sarajevo in 1914, and so seemed the shot fired in the 
North American wilderness in 1754 which embroiled the 
Western nations in the Seven Years’ War. On December 
5, 1934, a border affair at the oasis of Walwal, in disputed 
territory, led to sharp fighting and resulted in the death of 
about thirty Italians and over a hundred Ethiopians.’* The 
Ethiopian government claimed that Walwal lay sixty miles 
within its boundaries, and it could produce maps published 
in Italy in support of its claims; but it had permitted Italian 
occupation for five years without protest, and so far as can 
be discovered it had exercised no real control over this region 
for a long period. The Italians complained that because of 
this lack of control their colonials living near the frontier 
suffered from raids of lawless bands across the border, and 
that intervention for their protection could no longer be 
delayed. But the French and British colonies adjoining Ethi- 
opia also suffered from such attacks, and Italy apparently 
had no unique reason for independent action. 

On the contrary, Ethiopia had been dealt with for nearly 
half a century by European powers acting jointly.’ Between 
1891 and 1894 Great Britain and Italy concluded three agree- 
ments defining their respective relations with that country 
and placing most of its territory within the Italian sphere 
of influence. After the disastrous defeat of the Italians by 
Emperor Menelik at Adowa in 1896 changes were made in 
these arrangements, chiefly to the advantage of the British. 
In 1906 Great Britain, France, and Italy concluded a tti- 
partite treaty in which they agreed to ‘make every effort to 


* League of Nations Publications, Official Document C.49, M.22, 1935, 
VII. : 


* Royal Institute of International Affairs, Abyssinia and Italy (Information 
Department Papers, No. 16). 
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preserve the integrity of Ethiopia” and to “concert together” 
to safeguard certain of their stipulated interests.** In 1928 
Italy and Ethiopia concluded a Treaty of Amity and Arbitra- 
tion wherein each engaged not to take any action detrimental 
to the independence of the other and “to submit to a pro- 
cedure of conciliation or arbitration any questions which may 
arise between them and which it has not been possible to 
settle by the usual diplomatic means, without having recourse 
to the force of arms.””® In 1930 Ethiopia concluded another 
treaty with the three contiguous powers for arms traffic con- 
trol, as a result of which the Emperor was able to strengthen 
his internal authority by restricting the shipment of muni- 
tions to his authorized agents alone. 

Thus, when the dispute arose near the end of 1934 Italy 
was under a fourfold obligation to refrain from separate 
action in Ethiopia. She was barred by: 

1. Her obligations under the Covenant of the League to 
which Ethiopia had been admitted in 1923 largely on Italy’s 
sponsorship.”° 


2. Her obligations under the Pact of Paris, to which Ethi- 
opia had also subscribed. 


*In 1925, however, the British and Italian governments, without consult- 
ing either Ethiopia or France, agreed by an exchange of notes to co- 
operate in obtaining for each other special concessions from the Ethiopian 
government. The British wished to build a dam at Lake Tana, in Ethiopia, 
and a motor road from the Sudan to the lake. The Italians wished to con- 
struct a railway across Ethiopia connecting Eritrea and Somaliland. If the 
British achieved their objective they would, under certain conditions, recog- 
nize an “exclusive Italian economic influence” in the rest of Ethiopia and 
along the line of the Italian railway. The Ethiopian government protested 
against this agreement, and during 1926 the matter was thoroughly aired 
before the League. Cf. Robert Gale Woolbert, “Italy in Abyssinia,” Foreign 
Affairs, XIll, 499-508, October, 1935. 

* League of Nations, Treaty Series, XCIV, 413. 

*® Great Britain, Switzerland, and Austria thought that before Ethiopia 
could be admitted to the League there should be a thorough inquiry into 
her ability to discharge the obligations of membership. France and Italy, 
however, insisted that her admission would hasten the abolition of slavery 
and would tend to strengthen her government. They carried their point. 
Cf. Royal Institute of International Affairs, Abyssinia and Italy (Informa- 
tion Department Papers, No. 16). 
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3. Her obligations under the Three-Power Treaty of 1906 
to respect the integrity of Ethiopia. 

4. Her obligations under the agreement of 1928 with 
Ethiopia to submit to arbitration any dispute which could not 
be settled by the usual methods of diplomacy. 

During 1935 down to the end of September the situation 
was anomalous. Italy had been steadily pouring troops into 
Eritrea and Italian Somaliland, her two colonies bordering 
on Ethiopia, and outwardly she appeared to be moving con- 
fidently toward war. Yet, with the possible exception of the 
border incident of 1934, it would be hard to find a single 
overt act which violated the letter of her obligations under 
her various agreements. She had not formally defied the 
League; she had not violated the Pact of Paris by either 
declaring or making war; she had not explicitly violated the 
territorial integrity of Ethiopia; and, though demurring at 
first, she had not refused to arbitrate. Nevertheless, she had 
skirted the edge of all these offenses against international 
law and morals, and she had been so contemptuous of efforts 
to promote an amicable settlement and so persistent in prep- 
arations for eventual hostilities that by the autumn of 1935 
she had identified herself as an aggressor who seemingly 
would be satisfied by no solution short of a war. 


9. The Walwal Arbitration 


What seemed at first to be a small dispute between Italy 
and Ethiopia, ‘no bigger than a man’s hand,” swelled with 
the rising storm until it was the storm itself, and until the 
League and the collective system which it symbolized were 
subjected to its threat and its fury. Ethiopia was not slow 
in putting the League to the test. Italy had demanded an 
apology and a hundred thousand dollars damages for the 
Walwal losses. In a note made public on New Year's Day, 
1935, the Ethiopian Emperor offered to make reparation if 
an impartial investigation should decide that his men had 
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started the affair; two days later, with Western promptitude, 
he invoked Article XI of the Covenant.”* 

The League Council met on January 11, but whereas 
neither Italy nor any of the other great powers wished to 
come to grips with the issue at that moment, the Ethiopian 
delegate, stiffened by the advice of French and American 
lawyers, demanded a public hearing. He did not get it, but 
he did get something; for Signor Mussolini, in order to keep 
the case “in private hands,” yielded at the eleventh hour, 
withdrew his demand for apology and indemnity, and con- 
sented to arbitration proceedings under the treaty of 1928. 
For Ethiopia this was a tactical victory; for the League 
and the great powers it provided a much-needed breathing- 
spell. For though the controversy involving Italy and Ethi- 
opia was troublesome in itself, the dispute also introduced 
a difference of view between the small and great nations 
within the League. The lesser states, naturally enough, 
had always been quick to cheer for measures of collec- 
tive action against an aggressor; but the greater states, 
realizing that it would lie with them to enforce any such 
measures, had consistently sought to avoid the issue. From 
their standpoint, therefore, the solution reached at Geneva 
seemed expedient. 

Italy had consented to arbitration; the commanding of- 
ficers on both sides had marked out a neutral zone as a safe- 
guard against further border clashes; but Mussolini pro- 
ceeded with preparations for the dispatch of troops to his 
African colonies. February is a short month, but it saw 
250,000 Italian troops mobilized, and their movement to 
East Africa through the Suez Canal and the Red Sea got 
under way. Quick in mobilizing, Italy delayed the appoint- 


* Article XI of the League Covenant declares that any war or threat of 
war is “a matter of concern to the whole League, and the League shall take 
any action that may be deemed wise and effectual to safeguard the peace of 
nations.” It further declares that each member of the League has ‘“‘the 
friendly right” to bring to the League's attention “any circumstance what- 
ever affecting international relations which threatens to disturb international 
peace or the good understanding between nations upon which peace depends.” 
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ment of her arbitrators, through February, through March. 
In April Ethiopia once more appealed to the League to get 
ahead—let the Council fix a date for naming the Italian 
arbitrators, and let Italy suspend the movement of her troops 
during the proceedings! The Council, however, refused to 
be hurried. 

On the night of May 24, 1935, the great powers succeeded 
in extracting two concessions from Signor Mussolini. He 
acknowleged the jurisdiction of the League Council over the 
dispute, and he formally accepted the arbitrators—a French 
jurist and an American—who had been chosen by Ethiopia 
to represent her interests. It was further agreed that the func- 
tions of the Council were not to be ignored; they were merely 
to be held in suspense while the disputants sought a direct 
settlement under the treaty of 1928. Should they fail—that 
is, if a fifth arbitrator should not be named by July 25, or if 
the arbitrators should not be able to reach an agreement by 
August 25—the case would revert to the League. But in no 
time at all the arbitration proceedings were in a snarl. The 
Italian representatives insisted that the question whether 
Walwal was located in their territory or in Ethiopia should 
be excluded, and that arguments should be restricted to the 
rights and wrongs of the incident itself. They held up the ap- 
pointment of a fifth arbitrator, and when on July 9 counsel 
for Ethiopia chanced to refer to Walwal as in Ethiopian 
territory the Italians quit the proceedings. There was a grow- 
ing persuasion in European capitals that Mussolini was spar- 
ring for time—postponing as long as he could the strain on 
his relations with Great Britain and France which would fol- 
low a break with the League. 


10. Ethiopia’s Appeal to the United States 


Ethiopia, however, had not exhausted her diplomatic re- 
sources. On July 3, the Emperor Haile Selassie sent for the 
United States chargé d’affaires at Addis Ababa and handed 
him a note requesting the American government to examine 
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the means of effecting observance of the Pact of Paris.” The 
appeal was logical enough in view of the fact that the 
United States had reminded the Soviet Union and China of 
their obligations under the pact in 1929, and had followed 
the same procedure, with much more vigor, during the 
Japanese invasion of Manchuria in 1931 and 1932. The 
Roosevelt Administration, however, while ready to give moral 
support to the pact, was not disposed to press aggressively in 
this case. Its reply was non-committal and offered Ethiopia 
nothing on which to base a hope of American action. It ex- 
pressed gratification that the League of Nations had “given 
its attention to the controversy . . . now in process of arbi- 
tration”; and it voiced its trust that “whatever the facts or 
merits may be, the arbitral agency may be able to arrive at a 
decision satisfactory to both of the governments immediately 
concerned.” Furthermore, since both Italy and Ethiopia had 
subscribed to the Pact of Paris, the United States government 
“would be loath to believe that either of them would resort 
to other than pacific means as a method of dealing with this 
controversy or would permit any situation to arise which 
would be inconsistent with the commitments of the pact.’ 
Washington, in short, said little and promised nothing. 
Perhaps the government did not intend these phrases to 
chill, as they did. In any event Secretary Hull took a stronger 
position a few days later. On July 10 he made an occasion 
to tell Signor Rosso, the Italian Ambassador, then about to 
sail to Rome, that the United States was deeply concerned 
for the preservation of peace. On July 11 he canvassed the 
situation with the British and French ambassadors, and on 
the rath he issued a statement declaring that the pact was 
“no less binding now than when it was entered into,” and 
that the United States, together with other nations, was much 
“interested in the maintenance of the pact and the sanctity 


* Department of State Press Release, July 6, 1935. 

* Charles P. Howland, Survey of American Foreign Relations, 1930, 
404-426; The United States in World Affairs, 1931, 255-272; 1932, 205-226. 

“Department of State Press Release, July 6, 1935. 
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of the international commitments assumed thereby for the 
promotion and maintenance of peace among the nations of 
the world.” Mr. Roosevelt took a hand in the multiplication 
of generalities in his talk to newspaper correspondents on 
July 26. He trusted that the United States would not become 
involved in situations to which it was not directly related. 
The Italo-Ethiopian affair was such a situation; nevertheless 
the United States was concerned over the general problem of 
world peace.**> On August 1 he formalized his remarks in a 
public statement: 

At this moment when the Council of the League of Nations is 
assembled to consider ways for composing by pacific means the differ- 
ences that have arisen between Italy and Ethiopia, I wish to voice 
the hope of the people and the government of the United States 


that an amicable solution will be found and that peace will be 
maintained. 


11. Italy and the Powers 


On the day preceding Mr. Roosevelt’s expression of de- 
tached hopefulness the League Council met in extraordinary 
session. Nothing had been accomplished through regular 
diplomatic channels toward the settlement of the dispute, 
and arbitration proceedings were still in a state of deadlock. 
Furthermore, the Italian government had never stated its 
precise grievances or claims against Ethiopia. The Council, 
however, under Articles XI and XV of the Covenant, was 
empowered to examine every phase of the controversy. It 
could call upon the disputants to state their cases, and it 
could conduct an inquiry on its own motion and issue a re- 
port of its findings as it had done in connection with the 
Manchurian and Chaco disputes. 

Forthwith, at the beginning of the session Italy made it 
plain that she would withdraw if the arbitration commis- 
sioners were instructed to examine boundary questions or 
any other phase of the dispute except a restricted argument 


* New York Times, New York Herald Tribune, July 27, 1935. 
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concerning the Walwal incident. She won her point. The 
Council unanimously adopted a resolution limiting the scope 
of arbitration as Italy desired. A second resolution, upon 
which Italy abstained from voting, provided for a general ex- 
amination of Italo-Ethiopian relations at the next meeting 
of the Council, on September 4. In the meantime, Great 
Britain, France, and Italy, co-signatories of the treaty of 
1906, were to confer and endeavor to arrange a general set- 
tlement on the basis of that agreement. Thus far in the 
diplomatic manceuverings the advantage lay with Italy. She 
had not been required to state her case or to discontinue the 
movement of troops; the arms embargo which several Euro- 
pean powers had imposed against both Italy and Ethiopia, 
to the obvious disadvantage of the latter, remained in force; 
and the Council had postponed its own consideration of the 
dispute. 

Tripartite negotiations on the basis of the 1906 treaty be- 
gan in Paris on August 16. On the 18th they broke down. 
The end came suddenly and unexpectedly when Signor Mus- 
solini rejected proposals by Great Britain and France offering 
valuable concessions to Italy for the economic development 
and exploitation of Ethiopia, while preserving the territorial 
integrity and independence of that state. The Prime Minister 
of Great Britain hastened back to London from a holiday 
on the Continent, and on August 22 called an emergency 
meeting of the Cabinet to prepare British policy in case Italy 
and Ethiopia should actually go to war—to consider lifting 
the arms embargo against Ethiopia, applying economic sanc- 
tions against Italy, closing the Suez Canal to war traffic, 
protecting the waters of Lake Tana, increasing the Mediter- 
ranean naval force, and other dispositions. Mr. MacDonald, 
former Prime Minister and now Lord President of the Coun- 
cil, was asked to express his views: “The situation,” he said, 
“is the most serious we have had to face since 1914.” An 
effort was made to minimize the importance of Mr. MacDon- 
ald’s statement, and it was asserted that the government 
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would codperate with other members of the League rather 
than resort to independent action. Nevertheless, the British 
Mediterranean fleet was ordered to leave its base in Malta 
and to take position in the neighborhood of the Suez Canal. 
Meanwhile, as the danger of an African war grew greater, 
the shadow of Adolf Hitler loomed over Austria and deep- 
ened the anxieties of France and the Little Entente. Nor was 
Italy free of worry from this quarter; and during the last 
half of August Signor Mussolini went to the northern border, 
next to Austria, to attend manceuvres of his army which 
were clearly planned to impress Herr Hitler with the fact 
that his Italian neighbor was still capable of defending 
the status quo in that region, and to assure France that the 
African situation would not be permitted to create new op- 
portunities for Nazi Germany in Central Europe. 


12. The Ethiopian Oil Concession 


On August 31, 1935, four days before the Council was to 
meet, news came from Addis Ababa which amazed all the 
chancelleries and for a brief period gave a fantastic aspect 
to the Ethiopian situation. Discouraged by the failure of the 
League to bring about a peaceful settlement of the dispute, 
the Emperor Haile Selassie undertook to forestall an Italian 
advance into Ethiopia by granting a concession to a foreign 
corporation for the exploitation of oil and mineral resources 
in an area embracing more than half of his empire. In taking 
this step, apparently in sheer desperation, the Emperor de- 
parted from the policy of his predecessors in granting no spe- 
cial privileges to alien concerns. This radical innovation was 
enough in itself to give the transaction a certain air of mys- 
tery, but for a time there was even more mystery with regard 
to the interests and influence which the Ethiopian ruler had 
invoked to thwart the Italians. 

The concession was obtained by a British promoter, well 
known in London financial circles for his operations in oil, 
acting for the African Exploration and Development Com- 
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pany, an American corporation chartered under the laws of 
Delaware. Its organizers were camouflaged; its charter had 
been obtained by a New York concern which had previously 
incorporated other new companies for interests which did not 
wish to reveal their identity. According to the promoter, the 
new corporation which he represented was owned by “the 
Standard Oil Company,” and his statement was corroborated 
shortly afterward by Emperor Haile Selassie. Nevertheless, 
officials of several companies of the Standard Oil group 
stoutly disclaimed all knowledge of the affair.” The huge 
grant by Ethiopia to unknown foreigners quickly became 
an international issue of first importance. A British subject 
had obtained it and there were rumors that British capital 
was to be invested in the enterprise. The British government 
therefore felt some embarrassment in continuing to oppose 
the Italian program in Africa on the ground of its incon- 
sistency with the League Covenant, since its own attitude 
might now appear to be not wholly disinterested. The For- 
eign Office immediately issued a communiqué announcing 
that it had instructed its Minister at Addis Ababa “to inform 
the Emperor that His Majesty's Government, for its part, 
advise him to withhold the concession.”*’ Notwithstanding 
this official disavowal from London, the Italian press, which 
had already been critical of the policy of Great Britain to- 
ward Ethiopia, now became vituperative and referred to the 
concession as one more instance of British perfidy behind 
a “mask of altruism.’** 

A question was also naturally raised whether the United 
States might not become involved. Secretary Hull endeavored 
to remove all doubts on this point by stating informally at a 
press conference that his government would not aid in pro- 
tecting a concession obtained under such circumstances, if it 
should transpire that the holders were American citizens. It 


* New York Times, August 31, September 1, 1935. 
™ Times (London), September 1, 1935. 
* New York Times, September 1, 1935. 
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would concern itself only in case its nationals were denied 
equal protection of the laws or were subjected to other unfair 
treatment.” On September 3, the day before the League 
Council was to reassemble, two high officials of the Standard 
Vacuum Oil Company called at the Department of State to 
“seek advice.’”*® They informed Mr. Hull that their com- 
pany was the holder of the concession, whereupon they were 
strongly urged to turn it back to the Ethiopian government 
“at the earliest possible moment,” since it “had been the 
cause of great embarrassment not only to this government, 
but to other governments who are making strenuous and 
sincere efforts for the preservation of peace.” After con- 
ferring by telephone with other members of their company 
in New York, the Standard Vacuum officials informed Mr. 
Hull that they had decided to withdraw from the concession 
and were so notifying the Emperor of Ethiopia.** President 
Roosevelt welcomed this decision and predicted that it would 
have a favorable effect on the conferences at Geneva. It was 
good proof, too, he said, that “dollar diplomacy is no longer 
recognized by the American government.’** Thus was the 
four-day mystery dispelled, but the problem before the 
Council of the League remained the same, and as difficult 
as ever. 

On the eve of the Council’s session came the report of the 
commission appointed to assess the blame for the border 
fighting at Walwal. Their unanimous decision acquitting 
both Italy and Ethiopia cleared the atmosphere for the mo- 
ment and led to the hope that Mussolini might now be 
amenable to proposals for conciliation coming from the 
League. But this hope had short life, for three days later 


” New York Times, September 1, 1935. 

® These officials were Mr. George S. Walden, chairman of the board, and 
Mr. H. Dundas, vice-president. The Standard Vacuum Oil Company is 
owned by the Standard Oil Company of New Jersey and the Socony Vacuum 
Oil Company. 

™ Department of State Press Release, September 3, 1935. 

" New York Times, September 5, 1935. 
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70,000 more Italians were called to the colors. Arbitration 
had been tried, and the outcome had been unexpectedly 
favorable to Italy. Yet the practical result was as insig- 
nificant as if the proceedings had never been held. Concilia- 
tion had been tried by Great Britain and France, and the 
offer made to Italy in Paris—the sop to Cerberus—was sweet 
enough to satisfy any one but a dictator bent on war. Now 
the new and ultimate recourse was to be sought—the collec- 
tive machinery of the League. What League members might 
do once the Covenant had been violated was problematical ; 
but what course of action Mussolini would pursue had been 
made tolerably clear. For there was an article, unsigned, in 
the Popolo d'Italia of July 31, and Il Duce was believed to 
be its author. The article had envisaged League action, and 
had contemned it. ‘The solution of the problem,” wrote the 
author, “can only be totalitarian. Any action of expansion or 
any protectorate must be accompanied by military measures. 
Italy is the only judge of her security in East Africa. Put in 
military terms, the Italo-Abyssinian problem is simplicity and 
logic itself. The problem admits of only one solution, with 
Geneva, without Geneva, or against Geneva.” 


13. The Authority of the League 


The Council session began on September 4 with a report 
from Mr. Eden and Premier Laval on the unproductive re- 
sults of their attempt at conciliation. They both laid stress 
upon the necessity of a solution within the framework of 
the League. Baron Aloisi followed, with the first complete 
official version of Italy’s case against Ethiopia—a lengthy 
indictment, citing numerous treaty violations and border out- 
rages, with additional emphasis on the alleged low state of 
Ethiopian civilization attested by the survival of slavery, ritu- 
alistic murder, cannibalism, and inhuman modes of punish- 
ment. He maintained that the admission of Ethiopia to mem- 
bership in the League in 1923 (then so warmly sponsored 
by the Italian government) had been a mistake, and that 
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Italy would refuse henceforth to recognize her as an equal. 
The representative of Ethiopia replied briefly and bitterly, 
and the Council appointed a committee of five “to examine 
as a whole Italo-Ethiopian relations with a view to seeking a 
peaceful solution.” 

On September 9, supplementing the Council, the League 
Assembly met in regular session, but not under more favor- 
able skies. For in spite of efforts to persuade the Italians to 
refrain from war activities while the Committee of the Coun- 
cil had the dispute under consideration, the Italian govern- 
ment continued the movement of its troops to East Africa 
and closed a number of its consulates in Ethiopia. These 
facts notwithstanding, Sir Samuel Hoare, the new British 
Foreign Secretary, rose before the Assembly and expounded 
the policy of his government in a speech which was freely 
characterized as the boldest ever delivered by a British 
spokesman at Geneva. “The League stands,” he said, “and 
my country stands with it for the collective maintenance of 
the Covenant in its entirety, and particularly for steady, col- 
lective resistance to all acts of unprovoked aggression.” If 
the members of the League were to stand solidly for the 
execution of its explicit obligations, the nations of Europe 
could expect an increasing measure of British codperation 
in the solution of their problems; but if they were now to 
fail to perform their duties under the Covenant, Great Britain 
would be compelled to withdraw from Continental affairs 
and resume her isolation of an earlier decade. He admitted 
that certain countries possessed “preponderant advantages” 
either in their native soil or in their colonies, which were a 
cause for anxiety on the part of less-favored nations. It 
would be foolish, he said, to ignore this problem. He pledged 
his government to do its share in a collective attempt to deal 
with it fairly and effectively, but added that calm and dis- 
passionate consideration would be impossible in an atmos- 
phere of war. Two days later Premier Laval in effect allied 
his government with the British in the Italo-Ethiopian affair. 
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“We are all bound,” he said, “by a solidarity which fixes 
our duty. Our obligations are inscribed in the Covenant. 
France will not evade those obligations.” The meeting of 
the League Assembly had thus brought France to a final de- 
cision as between Great Britain and Italy. She chose to align 
herself with Britain, and the machinery of collective action 
was then saved from collapse, while Italy stood conspicu- 
ously isolated as other member states hastened to take their 
stand beside Great Britain and France in defense of the 
Covenant.** 

In the meantime the Council committee, acting under great 
pressure, drafted a preliminary plan of settlement which was 
to serve as a basis of negotiations, and on September 18 it 
was submitted to both the disputants. In substance, the com- 
mittee proposed a League protectorate over Ethiopia. With 
the consent of the Emperor, four foreign advisors would be 
appointed by the Council to “assist” the Ethiopian govern- 
ment in improving its services with respect to police, justice, 
finances, economic development, public health, and educa- 
tion. In addition, the British and French governments jointly 
proposed to provide Ethiopia with an outlet to the sea 
in order to facilitate territorial readjustments with Italy, 
and they further agreed to recognize “Italy's special interest 
in the economic development of Ethiopia.” On September 21 
the Italian Cabinet rejected the proposals because they did 
not take sufficient account of Italian rights and vital in- 
terests, while on the 23rd Emperor Haile Selassie announced 
his acceptance. The Italian government next presented, in- 
formally, several counter-proposals to the League. These 
included (1) “the right to a junction between the Italian 


* On the day following Sir Samuel Hoare’s address, Secretary Hull gave 
the moral support of the United States to the efforts which were being made 
in Geneva in the “grave threat to the peace of the world.” In a formal 
statement reviewing what the American government had already done to 
manifest its desire for peace he called upon “those countries which appeared 
to be contemplating armed hostilities that they weigh most solicitously the 
declaration and pledge given in the Pact of Paris.” Cf. Appendix VIII. 
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colonies of Eritrea and Somaliland to the west [sic] of Addis 
Ababa”; (2) a stipulation that the outlet to the sea granted 
to Ethiopia should run through Italian rather than British or 
French territory; and (3) the disarmament and demobiliza- 
tion of a large part of the Ethiopian forces and the placing of 
the remainder under Italian officers. The Council committee 
quickly decided that these proposals were not acceptable. 
Thereupon the committee prepared its formal report to 
the Council. With its submission on September 26 the Coun- 
cil’s plain duty was to decide upon the next steps in its 
action under the Covenant. It voted to proceed under para- 
graph 4 of Article XV and draft a report of its own em- 
bodying recommendations for a peaceful settlement. Viewed 
at close range, this appeared to be a momentous decision. 
It was not the first time—nor even the second—that the 
League had resorted to action under Article XV,** but 
never before had it proceeded so boldly and so resolutely to 
call upon a great power to observe its full legal obligations 
under the Covenant. At the same time the Council did not 
bar the way to other methods of conciliation. Its committee 
of five was instructed not to disband but to continue to con- 
sider suggestions for ending the dispute while the Council 
was engaged in the preparation of its report. Every door, 
large and small, was left open to Italy to renounce her pro- 
gram and to win a bloodless war, acquiring substantial con- 
cessions in Ethiopia without the loss of a life. But for reasons 
—if they be reasons—which are private to Il Duce himself, 
Italy chose to enter none of these doors. On the morning 
of October 2, Italian bombing planes crossed the border, 
dropping destruction upon the miserable civilian population 
of the northern Ethiopian villages, and the war had begun— 
“without Geneva or against Geneva,” as the case might be. 


“In 1932 the League Assembly acted under Article XV in dealing with 
the dispute between China and Japan over Manchuria (The United States in 
World Affairs, 1932, 217) and in 1934 it again acted under this article 
in dealing with the Chaco dispute. Cf. Chapter VII. 
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The Italian lads, moving up to the front, were in good spirits. 
The action ahead would lead to another action, and this 
might conceivably pass into a European war and the collapse 
of European civilization: yet as they moved up they sang a 
song—‘“With the whiskers of the Emperor we will make a 
little brush to polish up the shoes of Benito Mussolini.” 

The reverberation of the bombs and the sound of the song 
traveled to the Quai d'Orsay and to London, where French 
and British statesmen were discussing mutual pledges in case 
the League should vote to employ sanctions against Italy; 
they reached Berlin and found Herr Hitler figuring the rela- 
tive advantages to Germany of the different courses which he 
might pursue; they sounded over Geneva in the mortal crisis 
of the League; they were heard on British warships stud- 
ding the Mediterranean, and in the barracks of French troops 
newly ordered up to the eastern front. And they came to the 
United States—these proofs of “European madness”—to the 
country which acknowledges the kidnapper, the lyncher, and 
the racketeer as its own distinctive products, and thereby 
stands naked of moral clothes; yet, morals apart, cannot 
fathom, and perhaps never will be able to fathom, the men- 
tality of European statesmen and the grounds on which they 
go to war. 

There could be no question of the determination of the 
United States to remain neutral. This intention had been 
firmly fixed in legislation, and it had been implemented by 
two decrees of the President authorized thereunder.* Yet the 
Council of the League was ready to declare Italy an aggressor 
under Article XVI of the Covenant; members of the 
League were on the point of severing economic and financial 
relations with Italy; the League itself stood nearer to the 
realization of its exalted purpose than it had ever stood 
before. There was a bare chance, but a real chance, that the 
League was to fulfill itself at last, and that its boldness, 


* Cf. Chapter XIII and Appendix VIII (4). 
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evoked by British statesmanship and French consent, might 
close an old chapter in European history and open a new 
one. . . . It just barely might happen. . . . 





And there was the further chance that when the noise of 
the bombs had quieted and the song of the soldiers had died 
down, if the League, in its own time and in its own way 
should win its victory, the people of Woodrow Wilson 
might hear in echo the jesting message that Henry IV of 
France sent to his loyal colonel: “Go hang yourself, good 
Crillon; we have fought the battle of Arques and you were 
not there... .” 
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CHAPTER THIRTEEN 
THE PROBLEM OF AMERICAN NEUTRALITY 


1. The Growth of Isolationist Sentiment 


As THE autumn of 1935 approached, the widespread belief 
that war was impending in East Africa focused attention 
anew upon the course which the United States might pursue 
in the event of such a conflict. In the recent past the United 
States had often proclaimed its aim to codperate in the main- 
tenance of peace. Perhaps the clearest expression of such a 
purpose appeared in the joint statement made by President 
Hoover and Prime Minister MacDonald of Great Britain at 
the President's camp on the Rapidan in October, 1929. “Both 
our governments,” they declared, “resolve to accept the 
Peace Pact" not only as a declaration of good intentions, but 
as a positive obligation to direct national policy in accordance 
with its pledge.” 

That this policy was then in full harmony with the senti- 
ment of the American people was later attested in the plat- 
forms of the two major political parties, adopted at the 
national conventions in 1932. The Democratic platform en- 
dorsed the Pact of Paris and advocated that it “be made 
effective by provisions for consultation and conference in 
case of threatened violation of treaties.” The Republican 
platform called for “the settlement of international diffi- 
culties by conciliation and the methods of law, and the elimi- 
nation of war as a resort of national policy.” A few weeks 
after these party pronouncements, Mr. Stimson, Secretary of 
State in Mr. Hoover’s Cabinet, declared in an address be- 


* That is, the Pact of Paris, renouncing war as an instrument of national 
policy. 
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fore the Council on Foreign Relations that the Pact of Paris, 


by outlawing war, had put an end to the traditional system 
of neutrality. 


Hereafter when two nations engage in armed conflict either or 
both of them must be wrongdoers—violators of the general treaty. 
We no longer draw a circle about them and treat them with the 
punctilios of the duelist’s code. Instead, we denounce them as law- 
breakers. By that very act we have made obsolete many legal prec- 
edents and have given the legal profession the task of reéxamining 
many of its codes and treaties.? 


This pronouncement marked the high point since 1918 
of willingness on the part of the American government to 
collaborate with other powers in the prevention of war. 
There is reason to believe, however, that in this instance the 
Administration was moving well in advance of public senti- 
ment. Indeed, there was a considerable body of expert opin- 
ion in the United States which took vigorous issue with the 
intimation that the Pact of Paris had rendered obsolete the 
commonly accepted practices of neutrality.’ And though ex- 
perts argued the question pro and con at great length, it is 
certain that only a very small fraction of the American citi- 
zen body was aware that any new theory had been advanced. 
It is equally certain that when the two political parties in 
1932 endorsed the Pact of Paris, they were not intentionally 
advocating abandonment of the traditional conception of 
neutrality, nor urging such a program of international col- 
laboration as was implied in Mr. Stimson’s interpretation of 
the pact. 

To many American citizens it has always seemed that the 
foreign policy of the United States rested, and should rest, 
upon two basic principles: to uphold the Monroe Doctrine, 
and to avoid foreign entanglements. In the popular mind 


* Henry L. Stimson, “The Pact of Paris: Three Years of Development,” 
Foreign Affairs, X1, special supplement, October, 1932. 

* Cf. John Bassett Moore, “An Appeal to Reason,” Foreign Affairs, XI, 
547-588, July, 1933; Edwin M. Borchard, “Realism vs. Evangelism,” Ameri- 
can Journal of International Law, XXVIII, 108-117, January, 1934. 
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this means, in effect, that Europe must keep out of the affairs 
of the New World, and that the United States must keep 
out of the affairs of Europe. The general lay idea of neutral- 
ity seems to conform to these broad conceptions of foreign 
policy; it means little more than keeping out of war. These 
prevailing concepts, however, do not per se spell isolation; 
they are not a bar to international codperation, if this codpera- 
tion does not lead to “involvement.” Then arises the practical 
question, How far does the United States feel that it can go 
in joint action with other powers without danger of becom- 
ing involved? What contribution might it naturally be ex- 
pected to make to the advancement of collective security? 

In the spring of 1935 Professor Jessup of Columbia Uni- 
versity attempted to answer these questions.* It was his con- 
clusion, based on a careful study of the record, that the 
United States stood ready to join in international agreements 
(1) for the limitation of land, sea, and air armaments; (2) 
for the regulation of the traffic in arms; and (3) for re- 
determining and clarifying the rights and duties of neutrals 
in time of war. Furthermore, on the express condition that 
the powers should agree upon a general program of disarma- 
ment, the United States was prepared to conclude additional 
agreements, including: (1) pacts of non-aggression, carry- 
ing the pledge to move no armed forces across frontiers; (2) 
pacts of consultation, provided that they embodied no ad- 
vance commitment regarding actions to be taken as a result 
of consultation; and (3) an undertaking to renounce the 
exercise of so-called neutral rights in dealing with aggres- 
sion, if the United States concurred independently in the 
identification of the aggressor. 

On the negative side there were certain obligations which 


“Philip C. Jessup, International Security: the American Réle in Collec- 
tive Action for Peace. This study was prepared for submission to the In- 
ternational Studies Conference which met in London on June 3, 1935. The 
work was done with the collaboration of a special committee of experts 
representing a variety of American interests and appointed for this purpose 
by the Council on Foreign Relations. 
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the record showed that the United States government was not 
ready to assume. For example, it would not engage in ad- 
vance to participate in the application of sanctions or to use 
its military power for the enforcement of treaties; it would 
not give pledges in advance to accept the final decision of 
any international group or organization regarding its obli- 
gations. Nor would it fully renounce its rights as a neutral. 

This survey of the possible contribution of the United 
States to collective security, published in May, 1935, was 
both realistic and conservative. It seemed to hold out no 
false hopes whatsoever. Yet in the short space of three more 
months the immediate likelihood of even such limited con- 
tributions faded out; for toward the end of the session the 
mood of Congress, clearly in response to the public desire 
to keep aloof from troubles overseas, had become increasingly 
isolationist. Its members for the time being were not inter- 
ested in plans for consultative pacts and arms limitation: 
they were interested in neutrality, because neutrality meant 
keeping out of war. 


2. Anti-war Bills in Congress 


As a gauge of American opinion it is well to remember 
that early in the 1935 session nearly a score of bills designed 
to prevent the United States from being drawn into “the 
next war’’ were laid before Congress. They were of two gen- 
eral types. One type was aimed at preventing conflict by 
taking the profits out of war. Bills in this category were 
based largely on the assumption that wars were plotted 
and precipitated by those who hoped to enrich themselves 
during the fighting, and that if opportunities for profiteer- 
ing were removed there would be much less risk of wars 
arising. The McSwain bill,° which passed the House on 
April 9, 1935, was a drastic document, which proposed a 
tax of 100 per cent on excess war profits, though it pre- 
scribed no method for determining such profits. It would 


*H. R. 5529. 
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have empowered the President to commandeer, if he deemed 
it necessary, all the material resources of the nation at prices 
fixed by himself, and to conscript the nation’s man-power 
for both industrial and military purposes. Unintentionally, 
the peace-minded proponents of this bill, in their zeal to 
make war not only profitless but also uncomfortable for 
civilians as well as for soldiers, had laid plans for as per- 
fect a war machine as the most ardent militarist could desire. 
The public reaction to the measure while it was under debate 
was so unfavorable that it was sent back to committee with 
instructions to eliminate the conscription features. What was 
left, therefore, was the principle of the excess profits tax, 
which had been incorporated as an amendment to the con- 
scription bill when members of the House showed a strong 
sentiment in favor of penalizing war profits. Thus the 
amendment became the bill itself. 

The Nye bill® was prepared by the special Senate Muni- 
tions Investigating Committee, and in some respects was 
even more drastic than the McSwain bill. Like that earlier 
measure, it also gave the President wide discretion in draft- 
ing man-power; it limited corporate earnings to 3 per cent 
on invested capital and increased taxes on personal war- 
time income until all earnings in excess of $100,000 would 
be confiscated. The Nye bill was not acted upon by either 
House during the session, and the McSwain bill lay dormant 
in the Senate until it adjourned. 

A second type of bill aimed at keeping the United States 
out of war (1) by forbidding the sale of munitions to bel- 
ligerents, (2) by preventing bankers from granting them 
credits, and (3) by prohibiting American citizens from 
traveling in war zones. Two specific measures of this general 
character were prepared by the Senate Munitions Investigat- 
ing Committee—one of them prohibiting loans to nations en- 

* This was a bill to raise revenue and therefore could not originate in the 


Senate. It was introduced in the House by Representative McFarlane of 
Texas and became H. R. 7318. 
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gaged in a war in which the United States was not participat- 
ing, and the other authorizing the President to withhold 
passports from American citizens seeking to enter war zones 
—and were favorably reported, but their consideration was 
deferred at the request of the Department of State.’ 

Most of the measures laid before Congress were in one 
respect alike: they were directed at those aspects of the 
neutrality problem which had the greatest emotional appeal. 
Technical discussion of such matters as freedom of the seas, 
contraband, and the right of search could not stir the public 
imagination, though these very issues had drawn the United 
States into the Napoleonic wars in 1812 and into the World 
War in 1917. It was with them that the specialists in the 
Department of State, engaged on their own parallel studies, 
would have to deal in formulating a policy designed to 
assure neutrality for the United States in the event of a 
major conflict. 


3. Arms Manufacture and Traffic 


In focusing its attention mainly upon war profits and the 
munitions traffic, Congress was responding to a widespread 
conviction in the United States that these factors carried a 
potent threat to the nation’s peace. Public opinion during 
1934 and 1935 had been aroused by books and magazine 
articles revealing some of the grosser aspects of the trade in 
armaments.® Especially influential was an article in Fortune 
for March, 1934, entitled ‘“‘Arms and the Men,” which set 


*The question whether the traditional neutrality policy of the United 
States was not, in the light of past experience, in need of modification, had 
also stirred considerable thought in quarters other than Congress. In January, 
1934, an informal conference on this subject attended by experienced diplo- 
mats, publicists, and experts on international law, was held under the auspices 
of the Council on Foreign Relations in New York City. These discussions 
were followed by the inauguration of a thorough survey of the problem of 
American neutrality by the Department of State. Cf. Charles Warren, ‘Troubles 
of a Neutral,” Foreign Affairs, XII, 377-394, April, 1934. 

* Among the books which had attracted wide attention were: H. C. Engel- 
brecht and F. C. Hanighen, Merchants of Death, and George Seldes, Iron, 
Blood and Profits. See also the bibliography following this chapter. 
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forth in amazing detail an account of the international con- 
nections, propaganda methods, political interrelations, and 
huge profits of the great munitions manufacturers of Europe. 
This article appeared shortly after Senator Nye of North 
Dakota had introduced a resolution directing an investiga- 
tion by a special Senate committee into the activities of 
munitions makers and dealers. It was “read” into the Con- 
gressional Record in its entirety, was frequently quoted dur- 
ing the debates on the Nye resolution, and appears to have 
influenced the Senate’s action in adopting that measure on 
April 12.° 

The resolution authorized an investigation into the nature 
and activities of all agencies in the United States engaged 
in the manufacture or distribution of implements and muni- 
tions of war, and an inquiry into the adequacy or inadequacy 
of existing legislation and treaties and the desirability of con- 
verting the munitions business into a government monopoly."® 
On May 18, 1934, President Roosevelt sent a message to 
the Senate urging a generous appropriation for the Muni- 
tions Investigating Committee in order that it might perform 
its task with a “thoroughness commensurate with the high 
importance of the questions at issue.” He stated, however, 
that it was impossible to control “‘such an evil by the isolated 
action of any country,” and he expressed the hope that the 
Disarmament Conference, then about to reconvene in Ge- 
neva, would devise a far-reaching system of international con- 
trol. Further indication of the awakened public interest in 
this question appeared on the same day, when the Senate 
Committee on Foreign Relations recommended that the 
Senate give its consent to the Geneva Convention of 1925 
for the suppression of international trade in arms and am- 
munition. The convention had long been before the Senate, 
and both Mr. Hoover and Mr. Roosevelt had urged that the 


* Congressional Record, Seventy-third Congress, Second Session, 2192, 
4323, 6688, 7154. 
* For text, cf. Appendix VII. 
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United States should join the large number of nations which 
had already accepted it. Mr. Hoover had told the Senate 
that its failure to act had practically prevented the agree- 
ment from going into effect, since several governments had 
made their acceptance dependent upon similar action by the 
United States.” 

The Senate consented to the ratification of the Geneva 
Convention on June 15, 1934, but it added a wholly irrele- 
vant reservation which the Department of State believed 
would prevent the adherence of certain other nations. At 
the next session, therefore, on February 15, 1935, the Senate 
requested that the President return the convention to it for 
reconsideration, and on June 6, after striking out the offend- 
ing reservation, it again voted its consent to ratification.” 
The adherence of the United States to the Geneva Conven- 
tion after nearly ten years of inaction was clearly a result 
of the awakened public interest in the arms traffic. 

Prior to this, in May, 1934, both houses of Congress had 
given the President authority to proclaim an embargo on 
arms shipments to Bolivia and Paraguay, the belligerents in 
the Chaco district,’* and on May 28, just a few hours before 
the reconvening of the Disarmament Conference in Geneva, 
on the eve of Mr. Davis's request for drastic dealing with 
the arms traffic, Mr. Roosevelt proclaimed the embargo on 
arms shipments to the Chaco. This action was well-timed 
to spur the conference to the action which it took." 

On November 20, 1934, nearly six months after the con- 
ference had ended its sterile session, Washington departed 
from precedent and sent to the Bureau of the Disarmament 


™ Cf. The United States in World Affairs, 1933, 279-280. 

* The reservation stipulated that adherence to the convention should “not 
be construed as denying any right of sovereignty which the Kingdom of 
Persia may have in and to the Persian Gulf or the waters thereof.” This was 
objectionable to the British government, which had an obligation to support 
an independent ruler on one of the islands in the Persian Gulf. 

* Cf. Chapter VII. 

“Cf. Chapter XI. 
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Conference at Geneva its first complete draft of a treaty 
directly linked with the machinery of the League of Na- 
tions.® The proposed treaty was offered for adoption as a 
thing in itself, and quite independent of any general treaty 
for the limitation of armament. It provided that each sig- 
natory government should license its manufacturers of arms 
and munitions and report on their activities to a permanent 
Disarmament Commission. Manufacturers in each country 
would be subject to strict supervision and would be allowed 
to export their products only on a special license for each 
shipment. The Disarmament Commission would make fre- 
quent reports to the League, and its operating expenses would 
be paid out of the League’s budget; but it would not invoke 
the authority of the League for the enforcement of the treaty. 
Its only weapon would be publicity. 

The American draft treaty was in general accord with 
principles which had been advocated some years before by 
both the British and the French governments. It marked a 
reversal of the attitude taken by the United States delegates 
at the beginning of the Disarmament Conference. At that 
time, when the British and French governments were urging 
international control, the American delegation raised the 
objection that their federal government lacked constitutional 
authority to deal with this matter, inasmuch as control of 
manufactures was vested in the several states. Near the end 
of 1932, however, the American representatives had ceased 
to have constitutional misgivings and announced their readi- 
ness to accept a program of supervision over manufacture.” 
This was the first step toward the more aggressive attitude 
taken by the United States during 1934 and 1935. 


4. The Investigation of Munitions-makers 


The work of the Senate investigating committee con- 


* New York Times, November 21, 1934. 
**“Arms Manufacture and the Public,” Foreign Affairs, XII, 639-653, 
July, 1934. 
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tributed materially to maintain public interest in the muni- 
tions business at a high pitch. After several months of 
preliminary ‘spade work,” the committee began on Septem- 
ber 4, 1934, to hold public hearings. The early testimony 
formed a sensational and sordid story of intrigue, of gratui- 
ties in the form of large “commissions” to obtain foreign 
business, of incredible claims put forward by lobbyists and 
other agents of their influence with those in high places in 
certain governments, and of equally incredible gullibility 
on the part of their employers. Names of important foreign 
officials were bandied about so freely that several govern- 
ments were moved to make representations to the Depart- 
ment of State, and Secretary Hull was finally provoked into 
saying that “‘mendacity and similar conduct” had probably 
reached its peak in connection with this investigation.’ 

Nevertheless, the committee’s inquiry turned the light on 
many places where, in the public interest, it was badly 
needed. The testimony established the fact that armament 
firms in different countries were linked together in various 
ways, including agreements for the exchange of patents and 
the allocation of business; that a few American army and 
naval officers had acted virtually as commercial agents 
for private munitions concerns; that the War and Navy 
Departments, as a measure of “preparedness,” had sought 
to encourage the munitions business in the United States, 
and to this end had aided private firms in their sales of war 
materials to foreign governments. In some cases these de- 
partments had permitted manufacturers to duplicate’ special 
designs of guns and other equipment perfected in the gov- 
ernment’s own plants and laboratories and to sell these prod- 
ucts to foreign governments.’® 


™ New York Times, September 12, 1934. 

% Hearings of Special Committee Investigating the Munitions Industry, 
Parts 1-17. Cf. William T. Stone, “The Munitions Industry,” Foreign Policy 
Reports, X, January 21, 1935. The investigation in the United States had 
its counterpart in Great Britain. Cf. Minutes of Evidence, Royal Commission 
on the Private Manufacture of and Trading in Arms, Parts 1-6. 
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But what attracted most attention was the committee’s 
investigation of war profits. It was especially successful in 
dramatizing the earnings of a few large concerns during the 
World War into astronomical figures, and in this way 
aroused a public demand that Congress take action to pre- 
vent a repetition of profiteering in future wars. Hence the 
drastic bill by Representative McSwain and the even more 
stringent measure by Senator Nye, chairman of the Munitions 
Investigating Committee. 


5. A New Neutrality Law 


After a flare-up of activity centering upon these measures 
in April, Congress turned its attention to other legislation 
which was being urged upon it by the Administration, and 
the numerous bills dealing with war profits, the munitions 
traffic, and neutrality were apparently shelved for the re- 
mainder of the session. Toward the middle of August, how- 
ever, as the session neared its close, the talk of war in Africa 
and its possible extension to Europe suddenly revived the 
interest of Congress in neutrality. On August 17 Mr. Mc- 
Reynolds, chairman of the House Committee on Foreign 
Affairs, introduced a joint resolution giving the President 
discretionary power to place an embargo on one or all of the 
belligerents in the event of war and to take other action for 
the promotion of peace.’® This resolution had been drafted 
in consultation with experts in the Department of State and 
was supposed to reflect the views of the Administration as 
to the kind of neutrality legislation that was desirable; but 
it was not offered as an Administration measure, and no at- 
tempt was made to speed its enactment during the few re- 
maining days of the session. 

In the Senate, however, events suddenly took a different 
turn. Members of the Munitions Investigating Committee, 
who had seen their various bills laid aside, announced on 
August 20 that they would conduct a filibuster against im- 


™* Congressional Record, Seventy-fourth Congress, First Session, 14053. 
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portant pending domestic measures and prolong the already 
over-extended session unless a neutrality measure were taken 
up promptly for consideration. Their action brought a favor- 
able report from the Foreign Relations Committee on a joint 
resolution on the following day, and it was adopted after 
only a few minutes of discussion. 

This was not the kind of neutrality legislation contem- 
plated by the Administration. Its chief feature was a man- 
datory embargo on shipments of war materials to all bellig- 
erents in the event of a foreign war. Spokesmen for the 
Administration criticized this provision as lacking in flexi- 
bility, and as leaving the Executive with no discretion to 
meet situations which Congress could not possibly foresee. 
Yet this was precisely what the isolationist group in the 
Senate desired: they feared that unless the Administration 
were restrained by Congress, it might be led into joining 
with the League or with certain European powers in applying 
sanctions against an alleged aggressor in the Italo-Ethiopian 
dispute. And this eventuality they were determined to avoid. 

The Senate resolution was not acceptable to the House 
leaders, who adhered to the principle of the discretionary 
embargo preferred by the Administration. Thereupon the 
White House intervened, and at the suggestion of the Presi- 
dent the leaders in Congress agreed on a compromise pro- 
viding that the embargo should be mandatory but that it 
should continue only until February 29, 1936. In this form 
the measure was accepted by both houses shortly before 
their adjournment and was approved by the President on 
August 31. 

The resolution provided that “upon the outbreak of war, 
or during the progress of war’ between foreign states, the 
President should proclaim this fact, and it should thereafter 
be unlawful to export to a belligerent state, or to a neutral 
port for transshipment to a belligerent, any articles desig- 
nated by him as ‘arms, ammunition or implements of war.” 
American ships were forbidden to carry arms and muni- 
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tions under embargo to the ports of belligerents or to neutral 
ports for transshipment. If the President deemed it necessary 
for the maintenance of the peace and neutrality of the United 
States, he might prohibit travel by American citizens on the 
ships of belligerent nations except at their own risk. He 
might also bar or restrict the entry of belligerent submarines 
into American waters and prohibit the carrying of men and 
munitions from American ports for transfer to belligerent 
ships at sea. Traffic in war materials was placed under the 
regulation of a Munitions Control Board consisting of the 
Secretaries of State, Treasury, War, Navy and Commerce, 
and all manufacturers, importers and exporters of such ma- 
terials were required to register with the Secretary of State 
and to conduct their operations under federal license. 

On approving the resolution the President issued a state- 
ment declaring that it represented “the fixed desire of the 
government and people of the United States to avoid any 
action which will involve us in war,” and that its purpose 
was “wholly excellent.” He criticized the mandatory em- 
bargo, however, and pointed out that its “inflexible provi- 
sions might drag us into war instead of keeping us out,” 
since it was impossible to foresee all possible future situ- 
ations. In the President’s opinion, the section of the reso- 
lution dealing with embargoes should have more complete 
consideration before it expired in February, 1936, and fur- 
ther study of the whole problem of neutrality was desirable.” 
Mr. Roosevelt evidently had in mind the failure of the reso- 
lution to deal with such matters as trade in contraband 
goods,”* the extension of loans and credits to belligerents, 


” New York Times, September 1, 1935. 

= A joint resolution offered on May 7, 1935, by Senators Nye and Clark 
(S. J. Res. 120) provided that when goods designated as contraband were 
sold to a belligerent there should be no undertaking that they would be 
exported under the American flag. Under this proposed legislation Ameri- 
cans might continue to sell contraband goods, but the buying nation would 
have to assume all the risks of delivery. Congressional Record, Seventy- 
fourth Congress, First Session, 7387. 
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and travel by American citizens in war zones in ships under 
their own flag as well as in ships of belligerent nations.” 

In one important respect the neutrality resolution was in 
accord with the wishes of the Administration. Its provision 
for government supervision over the manufacture, exporta- 
tion, and importation of munitions conformed to the terms 
of the draft treaty which the United States government had 
submitted to the Bureau of the Disarmament Conference in 
November, 1934. Congress was thus laying the legislative 
foundations for an agreement with other nations to bring 
the traffic in armaments under international control, and 
incidentally it was assisting in salvaging something out of 
the long-drawn-out disarmament efforts at Geneva. 

While the provisions of the resolution dealing with em- 
bargoes were temporary, other sections of that measure 
opened the way to important changes in the traditional neu- 
trality policy of the United States, especially in the matter 
of freedom of the seas. Congress clearly intended to recede 
from the policy of actively asserting neutral rights which 
had involved the United States in two wars; and yet it did 
not intend to adopt the policy of purely passive neutrality 
pursued by the small nations of Northern Europe during the 
World War. During that conflict the Scandinavian countries, 
the Netherlands, and Switzerland registered protests against 
encroachments upon their rights as neutrals, but they did 
not follow their protests with action, as the United States 
finally did. 

Washington took prompt measures to implement the 
neutrality resolution. An Office of Arms and Munitions 


*In so far as the resolution might affect the Italo-Ethiopian dispute, it 
was pointed out that under the Johnson Act Italy was already debarred 
from borrowing in the American market, and that the credit of Ethiopia 
was not such as would tempt bankers to finance that country in a war with 
Italy. The Senate Committee on Foreign Relations discussed an embargo 
on war loans, but according to its chairman, Senator Pittman, it decided that 
the subject was so involved, particularly with regard to the collection and 
refunding of debts due to the United States, that more study was necessary 
before any action could be taken. Congressional Record, Seventy-fourth Con- 
gress, First Session, 14263. 
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Control was set up in the Department of State, and on 
September 24 the newly created Munitions Control Board 
held its first meeting and laid plans for the registration of 
manufacturers, exporters and importers and for the licensing 
of their operations. It submitted to the President a list of 
war materials which should be brought within the scope of 
the new regulations, and Mr. Roosevelt at once put these 
proposals into effect by proclamation. On October 5 the 
President issued two more proclamations. In one, without 
awaiting action by any other power or by the League, he 
declared that “a state of war unhappily exists between 
Ethiopia and the Kingdom of Italy” and ordered an embargo 
on shipments to either belligerent of the military articles 
enumerated in his first proclamation; in the other he ad- 
monished citizens of the United States to refrain from travel- 
ing in the ships of the belligerents and warned them that 
such travel would be at their own risk.”* With the exception 
of airplanes and their equipment, the embargo applied only 
to articles used exclusively for military purposes. This was 
clearly in accord with the intention of Congress. 

In adopting the neutrality resolution Congress had acted 
on the theory that the way to keep out of war is to reduce 
the points of contact with belligerents. It was unwilling, 
however, to carry through this policy with vigorous consist- 
ency. It would reduce contacts with warring nations by re- 
fusing to sell them munitions, by warning American citizens 
to keep off their ships, and by closing American ports to 
their submarines. These were fairly easy matters to deal with; 
the more troublesome cases were left untouched. A self- 
denying ordinance affecting only munitions met with popu- 
lar approval; but few voices were lifted in favor of extend- 
ing this ordinance to include commodities which a belligerent 
might readily employ for military purposes, and which might 
be classed as contraband subject to seizure on the high seas. 

* For texts, cf. Appendix VIII (6). 














270 THE UNITED STATES IN WORLD AFFAIRS 


An embargo intended to serve as effective insulation 
against war should obviously apply not only to guns and 
shells, but also to such primary materials as copper, steel, 
coal, oil, cotton, corn, and wheat. Yet a measure affecting 
commodities upon which large numbers of people depended 
for their living would have been immensely unpopular. Sena- 
tor Tydings of Maryland not only criticized the inconsistency 
and inadequacy of the resolution in this respect, but he in- 
sisted that it was based upon false premises. “The only sure 
way by which we can stay out of war, if this philosophy is 
sound,” he said, “is to have no shipping whatsoever.” The 
way to prevent war, he continued, was not to take “the path 
of isolation, but the path of codperation.”** Congress had 
refused to take either path. It had moved in the direction of 
isolation or non-intercourse, but had stopped short when it 
perceived that security could not be attained by this route 
except at a heavy cost. It was content, therefore, to take a 
few easy steps, and to defer the hard going until a more 
convenient season. 


™ Congressional Record, Seventy-fourth Congress, First Session, 14251. 
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CONCLUSION 


Tuis book has no conclusion. If the matters which have been 
discussed in its pages are, in fact, the more important ele- 
ments in the relations between the United States and other 
countries, then, by their nature, they are continuing prob- 
lems. They do not terminate to suit the convenience of a 
calendar year, a fiscal period, a session of Congress—or a 
publication date. 

The fate of the credit of the United States is still uncer- 
tain, with a budget vastly out of balance, bonus legislation 
“just around the corner,” and little disposition in official 
quarters to put a curb on spending. And if monetary infla- 
tion lies ahead, as well as credit inflation, the future course 
of prices is quite unpredictable, whatever may become of 
the silver purchase program. Foreign debts, like the poor, 
we shall continue to have with us for a long time to come— 
commercial debts in esse, war debts in posse. Stabilization 
of the currencies waits upon conditions which have not yet 
appeared. The promotion of trade by reciprocal agreements 
ought to produce increasingly favorable results unless the 
policy should be reversed by Congress, or conceivably be 
invalidated by the courts. The development of good will in 
relations with Latin American countries is significant, not be- 
cause of the small beginnings which have been made during 
the past two years, but because of mutual advantages which 
will accrue if that attitude of mind is assiduously maintained 
over a long period of time. The future of the Philippines is 
obscure. No prophet would risk his talents there; nor would 
he choose to say when and how Japanese expansion on the 
Asiatic mainland will cease, Japanese commercial expansion 
will find its limit, or to what extent Japan’s naval ambitions 
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will be satisfied. The post-war system which counted upon 
collective security as the insurance of peace gives signs of 
vigor for the moment; but what its future will be can only be 
guessed at. The European drama is at its moment of supreme 
Suspense; and whereas it seems, just now, that the with- 
drawal of the United States from foreign political commit- 
ments is the most surely predictable of all current courses, 
it is theoretically conceivable that if the jerry-built neutrality 
policy, launched in the last days of Congress, is made perma- 
nent, it may defeat its own purpose rather than accomplish 
it, drawing the country into war by the very inflexibility 
which is intended to keep the country out. 

Finally, behind these problems which can be grasped, 
formulated, recounted up to a point, even though their out- 
come cannot be foreseen, there are those other still more 
important issues which, taken together, will determine the 
nature of life as we shall live it. And in the United States 
(whatever attempts may be made in whatever quarters to 
minimize them) there remain uncertainties as to the eco- 
nomic system under which we shall be working ten years from 
now, the place of the Church and its teachings in the social 
structure, the future of the press and the future of free 
speech, the function of the family in society, and the survival 
of the democratic state in a world increasingly inhospitable 
to the democratic form of government. It is into areas like 
these that foreign influences intrude most dangerously, and 
no doctrine of neutrality, whether thrown up over night by 
Congress, or drawn up over years by experts, can keep the 
United States immune. 
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APPENDIX I 
A NOTE ON THE ST. LAWRENCE SEAWAY TREATY 


President Roosevelt's first proposal during the session of Congress 
in 1934 for definite action on an important matter of foreign rela- 
tions was made in a special message of January 10 urging the prompt 
consent of the Senate to the ratification of the St. Lawrence Seaway 
Treaty. The treaty provided for joint action by the United States 
and Canada in completing a 27-foot channel in the St. Lawrence 
River and around its rapids, so that ocean-going steamships might 
proceed directly to American and Canadian cities on the Great 
Lakes. A new chain of seaports would thus be created in the heart 
of the continent. Provision was also made for the construction of 
new hydro-electric plants at certain points on the river in order to 
utilize power then going to waste. 

The treaty had been negotiated during the Hoover Administra- 
tion and was signed on July 18, 1932. Mr. Roosevelt was then 
Governor of New York, and because of the importance of the St. 
Lawrence power developments to his state he had shown a keen 
interest in the negotiations. During the political campaign of 1932 
both Mr. Hoover and Mr. Roosevelt, as candidates for the Presi- 
dency, advocated the completion of the seaway.1 When Congress 
met in December of that year Mr. Hoover submitted the treaty to 
the Senate and urged its ratification. This was the short session, 
however, and the treaty was part of the Senate’s unfinished busi- 
ness when the session ended and Mr. Hoover's term expired on 
March 4, 1933.” 

At the special session of the new Congress, summoned a few 
days later by President Roosevelt to deal with the financial crisis, 
advocates of the seaway undertook to obtain the Senate’s consent to 
ratification, but the Administration’s domestic program then had 
the right of way, and it was not until the regular session in Janu- 


*The Republican platform pledged the party's “allegiance to this great 
project.” The Democratic platform made no reference to the treaty. 

* This was the last of the so-called short sessions, which were ended with 
the ratification of the Twentieth Amendment. 
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ary, 1934, that Mr. Roosevelt formally presented the treaty to the 
Senate as an Administration measure. He reminded the Senate that 
if the Dominion government so desired it could build the seaway 
without codperation from the United States, and that it could also 
erect new hydro-electric plants at certain points wholly within its 
territory. It was better in every way, he said, “to maintain the his- 
toric principle of accord with Canada in the mutual development 
of the two nations.” He believed that from “‘a broad national point 
of view” commerce and transportation would be greatly benefited 
by the seaway and that the “fears of harm to special localities and 
special interests” were grossly exaggerated. 

Mr. Roosevelt was especially interested in the treaty’s provisions 
for power development. Work was already under way on the Ten- 
nessee Valley plants in the Southeast, and on Boulder Dam in the 
Southwest, and plans had been drawn up for the Columbia River 
projects in the Northwest. The St. Lawrence project in the North- 
east would round out the program. But in this case an international 
agreement was necessary. 

Debate on the treaty began soon after the receipt of the Presi- 
dent’s message and continued intermittently for two months. Party 
politics had only a small place in the discussion. Senator Pittman 
of Nevada, leader of the fight for ratification, and Senator Clark 
of Missouri, leader of the opposition to the treaty, were both Demo- 
crats. The attitude of the Senators was determined mainly by con- 
siderations of sectional interests. Friends of the ‘treaty were most 
numerous in the agricultural districts of the Middle West and 
Northwest and in the cities on the Great Lakes. These regions 
hoped for benefits from the cheaper transportation, the increase of 
agricultural exports, and the general improvement of local business 
which might follow the construction of the seaway. Opposition to 
the treaty was strongest in the larger cities on the Atlantic seaboard 
and along the Mississippi River. There were fears that the seaway 
would divert traffic from Atlantic ports and would prove too strong 
a competitor of the Lakes-to-the-Gulf waterway. Opposition also 
came from the trunk-line railways connecting Western farm areas 
with Eastern seaports, and from power companies threatened with 
competition from new hydro-electric developments on the St. Law- 
rence. 

The debate evoked some expressions of nationalist sentiment. 
Zealous protectionists insisted that the seaway would facilitate im- 

* At both the short session under President Hoover and the special session 


under President Roosevelt the Senate Committee on Foreign Relations had 
conducted hearings on the treaty and submitted favorable reports. 
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ports as well as exports and therefore would threaten the welfare 
of domestic industries. Other critics insisted that the agreement 
favored Canada by allotting an undue share of the cost to the 
United States, by stipulating that American money should be spent 
on works which would become the property of the Canadian gov- 
ernment, and by giving Canada part jurisdiction over Lake Michi- 
gan, which lies wholly in the United States.‘ Opponents of the sea- 
way also sought to arouse nationalist sentiment by quoting extracts 
from Canadian newspapers in support of the treaty and intimating 
that if Canadians liked the agreement it could hardly be advanta- 
geous to the United States.5 

The treaty came to a vote on March 14, 1934. Forty-six Senators 
voted for it, and 42 against it. As 59 votes, or two-thirds of the 
total, were needed for ratification, the treaty was rejected. Both 
parties were badly split on the question. Thirty-one Democrats voted 
for the treaty, and 22 against it; 14 Republicans voted for it, and 
20 against it. Domestic politics was not involved; nor was there a 
real issue of nationalism, in spite of the appeals of some Senators 
to nationalist feelings. The issues were predominantly sectional, and 


the sections opposed to the seaway were able to muster sufficient 
votes to prevent ratification. 


“This last criticism was aimed at the provision in the treaty giving the 


International Joint Commission jurisdiction over the diversion of waters 
from the Lake. 

* For the more important phases of the debate, cf. Congressional Record, 
Seventy-third Congress, Second Session, 520-532, 1671-1694, 1763-1797, 
1862-1866, 2644-2647, 4056-4072. 
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(2) SUMMARY OF THE GOLD RESERVE ACT OF 1934 


1. Title to all gold coin and gold bullion held by the Federal 
Reserve Board, the Federal Reserve banks and Federal Reserve 
agents is vested in the United States government, and these agen- 
cies are to be credited with an equivalent amount of dollars in the 
Treasury accounts. 

2. Payment on such accounts is to be made in gold certificates. 

3. Federal Reserve notes are to be redeemed in lawful money 
instead of in gold. 

4. Gold certificates are to be substituted for gold as part of the 
collateral security for Federal Reserve notes and for reserve require- 
ments. 

5. Redemption of Federal Reserve notes in gold is ended. 

6. Deposits of gold, received by the Treasury from the Federal 
Reserve banks or Federal Reserve agents, shall be payable in gold 
certificates. 

7. The Secretary of the Treasury is to prescribe the conditions 
under which gold may be acquired and held (a) for industrial, 
professional, and artistic uses; (b) by the Federal Reserve banks 
for the purpose of settling international balances; and (c) for such 
other purposes as are not inconsistent with the purposes of the act. 

8. No gold shall be coined and no gold coin shall be paid out 
or delivered by the United States, and all gold coin shall be formed 
into bars of such weights and fineness as the Secretary of the Treas- 
ury may direct. 

9. No currency shall be redeemed in gold except under regula- 
tions issued by the Secretary of the Treasury, but the gold certificates 
owned by the Federal Reserve banks may be redeemed in such 
amounts as the Secretary deems necessary to maintain the equal 
purchasing power of every kind of currency in the United States. 
Redemptions are to be made only in gold bullion. 

10. The reserve for United States notes and for Treasury notes 
of 1890 and the security for gold certificates is to be maintained in 
gold bullion, and the reserve for Federal Reserve notes is to be 














APPENDICES 289 


maintained in gold certificates, or in credit payable in gold certificates 
maintained in the Treasury of the United States. 


The Profits from Devaluation 


11. In the event that the weight of the gold dollar is reduced, 
the resulting increase in the value of gold held by the United States 
shall be covered into the Treasury as a miscellaneous receipt. 

12. The Secretary of the Treasury may purchase gold in any 
amounts, at home or abroad, at such rates and upon such terms 
and conditions as he deems most advantageous to the public in- 
terest. 

13. The Secretary of the Treasury may also sell gold in any 
amounts, at home or abroad, but sales from the reserves or security 
for currency may be made only to the extent necessary to maintain 
the currency at a parity with the gold dollar. 


The Stabilization Fund 


14. The Secretary of the Treasury may deal in gold and foreign 
exchange and such other instruments of credit and securities as he 
may deem necessary for the purpose of stabilizing the exchange 
value of the dollar; and to enable him to do so there is set up 2 
fund of $2,000,000,000 out of the increase in the value of gold 
which may result from devaluation. Such portions of the fund as 
are not currently required for the stabilization of the dollar may 
be invested or reinvested in government securities. 

15. The powers of the Secretary with respect to this fund are 
limited to two years, but the President may terminate them earlier 
or may extend them for another year. 

16. The weight of the gold dollar in the event of devaluation is 
not to be more than 6o per cent of its present weight. The Presi- 
dent’s power to revalue is limited to two years, but he may extend 
it for another year by proclamation. 
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(6) UNITED STATES EXPORTS AND IMPORTS OF GOLD 


YEARLY MOvEMENTS, 1915-1934 


(In millions of dollars) 


In terms of old parity; 1 ounce of gold = $20.67. 


Year Exports 
EER REE ee 146,224 
RDG: bs gens cts 1555793 
BT ie. Se ever 371 ,884 
Ra Gee eee 41,070 
Ro. andes 368 ,185 
NN iin since cae 322,091 
SRR eicwin nanan 23,891 
BE bi ws sinensis 36,875 
Se er Fe 28 ,643 
MARS ci epe8 sabe 61 ,648 
EEE he 262,640 
Be ies 5.4 oS 115 ,708 
Pde ta exe 201 455 
MOREL Nese 560,759 
BR lon. d eee ts 116,583 
Sete 115 ,967 
Ee Oe or 466 ,794 
as putas aE 809 ,§28 
BN an cat os ern ward 366 ,652 
I aii sick en Dn 33,060 


Imports 
171,569 
685 ,990 
5525454 
62. ,043 
76,534 
417 ,068 
691 ,2.48 
275,170 
322,716 
319,721 
128 ,272 
213,504 
207 5535 
168 ,897 
291 ,649 
396,054 
612,119 
363,315 
193,197 
70 5933 


Surplus of Exports (—) 
or of Imports (+) 
+ 25,345 
+530,197 
+180 ,570 
+ 20,973 
—291 ,651 
+ 94,977 
+667 ,357 
+238 ,295 
+294 ,073 
+258 ,073 
—134,367 
+ 97,796 
+ 6,080 
—391 ,862 
+175 ,066 
+280 ,087 
+145 325 
—446 ,213 
—173,455 
+667 ,873 


* For equivalent in dollars of new parity in 1934, see table on page 291. 
Source: Statistical Abstract of the United States, 1934, 407. 
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Unrrep States Ner Montaty Gotp MoveMENTs, 1933-1935 
(In millions of dollars) 


Net exports are designated with a minus sign; all other figures 
represent net imports. 


























Total Imports To or from Other 

Year or Exports England France Countries 
1933 In terms of old parity; 1 ounce of gold = $20.67. 

po ress re 128.5 §0.2 29.5 48.8 
Pea preci 17.8 ‘S41 =- 59 18.2 
ere — 22.1 - 89 -—- 36 <= 9.6 
ABB oy sas cece OM — 2.2 —- 9.0 2.2. 
ee — 21.1 — 15.7 - o..1 —- §.3 
, ee — 3.2 - 2.8 - oO. - 0.3 
} eee — 83.9 - 07 —-796 <— 3.6 
WN i Fon — 80.4 —- 1.5 mee. ee 2 
| A ne — 56.7 — §.1 — 48.7 - 2.9 
| SPR — 32.4 - 6.3 — 26.9 0.8 
Re ee - 0.8 - 2.3 - 0.4 1.9 
Scsise veces: —- 9.2 - 17 - OF = 7.3 
Total 1933..... —173.5 6.3 —216.0 36.2 
1934 In terms of new parity; 1 ounce of gold = $35. 

pe PPE - 4.9 - 4.2 —- 0.8 0.1 
a RS 452.6 239.8 124.4 88.4 
on ee 237.4 136.0 51.8 49.6 
Meeks 180s 54.8 24.0 1.8 29.0 
Me Gaetieiess 33.6 5-9 0.3 27.4 
IE Sgn ao une 63.7 31.3 10.8 21.6 
DO ais ks 464 353 §2.4 23.0 a 27.2 
Wis beep nee ox 37.2 22.9 —- 5:3 19.6 
We ctasus sss — 18.7 —- 1.0 — 17.7 0.0 
1 Mba RNa tay eters 10.8 — 1.1 (*) 11.9 
WM ceaccanes 120.9 3.7 70.3 46.9 
OMG esescvnees 92.1 19.6 22.4 50.1 
Total 1934..... 1,131.9 499.9 260.2 371.8 














*® Less than 100,000. 
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Unitep States Net Goip Imports anp Exports 
Cin millions of dollars) 


Net exports are designated with a minus sign; all other figures 
represent net imports. 


Total Imports To or from Other 
1935 or Exports England France Countries 
RP ier 149.4 85.6 14.6 49.2 
re as 122.8 63.4 45.8 13.6 
Ss wanintaike 13.0 —0.2 (*) 13.2 
ere 148.6 1.5 32.5 114.6 
_ Sees 140.1 1.7 124.1 14.3 
Pree 230.4 9g 194.3 35-2 
EE On 16.2 (*) 16.2 
WN 5s swans 46.0 (*) (*) 46.0 


® Less than 100,000. 
Source: Federal Reserve Bulletin. 
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(c) GOLD RESERVES OF CENTRAL BANKS, 1933-1935 


(In millions of dollars) 
Year United States England France 


1933 +n terms of old parity; 1 ounce of gold = $20.67. 
4,074 602 3,221 
3,808 692 3,176 
3,916 836 3,152 
35977 95 3,170 
3991 9°7 3173 
35997 gr2 3,185 
4,001 925 3 213 
4,009 926 3 223 
4,011 926 3,218 
4,011 927 3,176 
4,012 928 3,051 
4,012 928 3,022 


In terms of new parity; 1 ounce of gold = $35. 


6,829 1 ,$73 5,109 
7,438 1,574 4,904 
7,694 1,574 4,947 
7757 1,575 5 1023 
7779 1,577 5 1136 
7,856 1,578 5274 
7,931 1,579 5 5321 
7,978 1,580 51439 
7,978 1,581 55455 
8 ,002 1,582 5 468 
8,132 1 , 583 5 +443 
8,238 1,584 8,445 


8,391 1,586 5 +438 
8 527 1,586 5 »439 
8,567 1,586 55479 
8,710 1,587 5 1366 
8,858 1,587 45759 
9,116 1,588 4,708 
95144 1,588 4,726 
9,203 I, 593 4,756 
Source: Federal Reserve Bulletin. 
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APPENDIX III 
(2) UNITED STATES IMPORTS AND EXPORTS OF SILVER 


(In thousands of dollars) 
Surplus of Exports (—) 


Year Imports Exports or of Imports (+) 
1932 

RS Pe Pe 2,097 1,611 + 486 
aves giro ais 2,009 942 + 1,067 
Es Foe 1 ,809 967 + 842 
Rs 1,890 1,617 + 273 
RRR Feat 1,547 1 ,865 — 318 
(Sper ere 1,268 + 133 
| eee 1,288 828 + 460 
A sess Ws ets 1,554 433 + 1,121 
Ey eae 2,052 868 + 1,184 
ae re 1,316 - II 
ee ae 1,494 875 + 619 
eS: sg eyed » I ,203 1,260 ej 
1933 

EASE RINE 2 1,763 1,551 + 212 
BGS oS use Karna 855 209 + 646 
DN, ibis’ seekers 1,693 269 + 1,424 
Mas fun vacaeeee I ,§20 193 + 1,327 
 . SPY 805" $5275 235 + §,040 
ae 343 +15 ,129 
Re, 5 386 2,572 + 2,814 
| a ieee 11,602 7,015 + 4,587 
RS. +s <3< cies 3,490 3,321 + 169 
hs, oxiws's vt 4,106 2,281 + 1,825 
_ TO eae 464 + 3,616 
ee oe 4,977 590 + 4,387 
1934 

a 35593 859 + 2,734 


_ SPONGE ec 734 + 1,394 
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Surplus of Exports (—) 

Exports or of Imports (+) 

665 + 1,158 
1,425 * 30 
1,638 + 2,797 
2,404 + 3,027 
1,789 + 669 
1,741 +20 ,185 
1,424 +19 ,407 
1,162 +13 ,263 
1,698 +13 ,313 
1,014 + 7,697 


1,248 +17 ,837 
1,661 +14,690 
3,128 +23 ,714 
1,593 + 9,409 
2,885 +10,616 
1,717 + 8,727 
1,547 +28, 683 


Source: U. S. Department of Commerce, Survey of Current Business. 


(4) PRICES OF SILVER AND OF COMMODITIES 


Price or SILVER Commopity Prices 
(Cents per Ounce) (1926 = 100) 
New York China United States 


29.8 119.3 67.3 
30.1 66.3 
29.8 66.0 
28.3 116.7 65.5 
27.8 115.7 64.4 
27.5 113.6 63.9 
26.7 111.8 64.5 
28.0 IIl.3 65.2 
27-9 109.8 65.3 
eS 108.7 64.4 
26.7 106.9 63.9 
25.0 107.5 62.6 
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Price or SILVER 


(Cents per Ounce) 
New York 


25.4 
26.1 
27.9 
30. 
34. 
35- 


Ww 
an 
AorRRH AN HN 


45. 
45- 
44. 
45; 
46. 
49- 
49. 
§2. 
54-3 
54-4 


RAOHwWRPPRPOPRR 


54-4 
54.6 
59-9 
67.8 
74-4 
71.9 
68.2 


Commopity PRIcEs 


(1926 = 100) 
China United States 
108 .6 61.0 
107.6 59.8 
106.7 60.2 
104.5 60.4 
104.2 62.7 
104.5 65.0 
103.4 68.9 
101.7 69.5 
100.4 70.8 
100.3 71.2 

99-9 71.1 
98.4 70.8 
97.2 72.2 
98.0 73.6 
96 .6 73-7 
94.6 73-3 
94-9 73-7 
95-7 74.6 
97.1 74.8 
99-8 76.4 
97-3 77-6 
96.1 76.5 
98.3 76.5 
99-0 76.9 
99-4 78.8 
99-9 79-5 
96.4 79-4 
95-9 80.1 
95-0 80.2 
92.1 79.8 
90-5 79-4 


Source: U. S. Department of Commerce, Survey of Current Business; 
League of Nations, Monthly Bulletin of Statistics. 
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APPENDIX IV 


(a2) WORLD TRADE, 1929-1934 


(1929 = 100) 
Imports Exports Total 


100 100 

80 81 

$7 58 

39 39 

36 35 

34 34 

Source: League of Nations, Review of World Trade, 1934, 11. 


(5) COUNTRIES WITH WHICH THE UNITED STATES HAS 
MOST-FAVORED-NATION AGREEMENTS 


1. Unconditional Obligations: 


(a) By Treaties: (b) By Executive Agreements: 


Austria 
China 
Danzig, Free City of 
Estonia 
Finland 
Germany 
Honduras 
Hungary 
Latvia 
Morocco 
Muscat 
Norway 
Poland 

El Salvador 
Siam 
Turkey 
Yugoslavia 
Zanzibar 


Albania 

Belgo-Luxemburg 
Economic Union 

Brazil 

Bulgaria 

Chile 

Czechoslovakia 

Dominican Republic 

Egypt 

Greece 

Guatemala 

Haiti 

Iran (Persia) 

Lithuania 

Nicaragua 

Rumania 

Saudi Arabia 

Spain 
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2. Conditional Obligations: 
(a) By Treaties: (b) By Executive Agreements: 

Argentina Portugal 
Belgium 
Bolivia 
Borneo 
Colombia 
Costa Rica 
Denmark 
Ethiopia 
Great Britain 
Irish Free State? 
Italy 
Japan 
Liberia ° 
Paraguay 


*Same arrangements as with Great Britain. 
Source: Department of State, Treaty Information Bulletin No. 69, 18-20, 
June, 1935. 


(c) TRADE AGREEMENTS NEGOTIATED AND UNDER 
NEGOTIATION BY THE UNITED STATES, 1934-1935 


1. Treaties Negotiated: 


Country Date of Signature 
Ne CiaanK ais ve vicina yen Cena August 24, 1934 
IEE iia in vn 4's ce noemies February 2, 1935 
cai 00's vin so ¢ = oe February 27, 1935 
eins dtinsisuycs oo eee March 28, 1935 
te hikes ks s'c0> sek eon May 25, 1935 
IN iin cece ht eensinge September 13, 1935 

2. Treaties under Negotiation: 

Country Date of Notice? 
ee September 7, 1934 
SS Re oe September 7, 1934 
OUND oo 055 5 Fakes wccenn's September 7, 1934 


1 Agreement still awaiting ratification by Brazil on Oct. 11, 
1935. 

? Under the law the government is required to give advance 
notice of its purpose to negotiate a trade agreement and to give 
a hearing to interested persons. 
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Country Date of Notice 
The Netherlands............. December 12, 1934 
MC Vie riceahies sens December 19, 1934 
NL sues abe Luger seco January 16, 1935 
SS. hes ab cakes < + ke January 21, 1935 
cas yay h pace » x. <b vies April 30, 1935 
ie ees as atic ed September 7, 1934 
NN cea cr wey ss visidg September 7, 1934 
a TEE ea RE September 17, 1934 
I cena cy ce ent October 23, 1934 


Source: Treaty Information Bulletin No. 68, May, 1935. 


(d) TRADE OF THE UNITED STATES WITH CUBA 
(In thousands of dollars) 


Year Exports to Imports from 
1933 

Rs eer 1,818.7 3356.0 
MSs igh x wo ohenieae eS 1,971.2 2,303.9 
MS iis 4.0 ode mane 2,097.4 4,420.3 
NS tina e xa n4 5 igee Be 2,307.7 5490.7 
SRE reaean sib eae 5311.9 
MN sid warn Channa 2,§§1-1 4,933-7 
ERIS Por otnres 2,584.3 5,949.8 
RS sn sane oc Mae eS 1,860.8 5 678.9 
RFR ate i eee 6,762.9 
ts: wlashva’s's- 4 wea aide Sh 1,644.2 5,560.6 
ss kincids tas eek 2,004.5 5,118.5 
RU 6c is cena versenens 2,156.1 3,578.0 
1934 

Mg alee hose tis ee 2,289.7 4,838.7 
NN 4 tesa becranien kx 2,§92.2 4,168.3 
Backes shegiawoebes 4,421.3 6,176.1 
Bs cade rec bincee ee 4,253.7 4,880.4 
BOS 6 ankemead cost x as 4,083.0 4,197.7 
MN, as dda wEM OK ae 3,762.5 § 223.5 
MERE NP eon 3,116.6 6,121.9 
Ps ocd s wmanaw ess 3,224.2 6,699.2 
ri énmetadanediee 4,380.4 7 439-5 
MGs iasasteaces ues 4,743.6 5 048.5 
Bik. én aavabametss 4,213.2 9,295.0 
RRR eRe A hee 4,277.0 14,840.2 
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Trape or THE Unirep Srates wita Cusa (Continued) 


Year Exports to Imports from 
1935 

NGS 59 0G 9't'p bs nk Or 4,967.5 7,301.1 
SR son's Soc tenenher ess 4,621.9 § 5722.3 
BA Ey REE Pr 5,073.8 10 ,877.4 
SS hk ES aiken w betees i 9s 4;537-7 13 233.5 
BRP 5,065.0 12,445 .6 
| irshuc Sac ee am renee ee 4,276.1 10,496.1 


Source: Monthly Summary of Foreign Commerce of the United States. 
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APPENDIX V 


(4) INDEBTEDNESS OF FOREIGN GOVERNMENTS TO THE 
UNITED STATES AS OF MARCH 1, 1935 


(In millions of dollars) 
Debt at Time Total Payments Unpaid Principal 





Country of Funding on Debt and Back Interest 
AMI i 55. 6s 24.6 9 23.8 
Belgium........ 417.8 §2.2 416.4 
Czechoslovakia . 117.9 20.1 165.4 
Betoaas: ......55 15.8 1.2 18.4 
Finland........ 9.0 3.9 8.6 
oe 4,025.4 486.1 4,000.9 
Great Britain... 4,604.1 2,024.8 45793 -2 
eee 30.3 3.4 32.8 
Hungary....... 1.9 5 oe 
a 2,042.2 100.9 2,011.1 
Latvia. 5.8 8 7-6 
Lithuania...... 6.0 1.2 6.7 
Polead......... 178.6 22.6 230.0 
Rumania....... 44.6 4.8 63.9 
Yugoslavia..... 62.9 2.6 61.6 

pee 11,586.9 2,726.0 11 842.5 


Source: Data supplied by United States Treasury Department. 
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{b) FOREIGN DOLLAR BONDS OUTSTANDING 


Stratus on AuGusT 31, 1934, OF Issues OrFERED 
IN THE UNiTED STATES 


(In millions of dollars) 
Total Amount Amount in Percentage 











Country Outstanding Default in Default 

Latin America 
Es pee 363.0 98.2 27 
NS Rae din « SIRT 59-4 59-4 100 
PEE SERA as a ea tee 376.9 359-4 95-3 
Nie ss a0 bi wenegna nl 311.3 311.3 100 
eee re 1§7-9 157-9 100 
Ee OR eerie pe 128.5 128.5 100 
a is sks pe bine eile 302.1 302.1 100 
| ee ere 224.9 193.2 85.9 

NEN cine xs vans seve 1,924.0 1,610.0 83.6 
Europe 
NGA SFG Satean osoes's & 94.9 56.4 59-4 
NS ink w tne Sok 6 3 159-7 ‘3 * 
ES ods res y'sw'd wits 20.1 
Tike Se bibles sien d wes 187.9 ae .% 
EE i225 Go enis nase 1,047.2 982.5 93-8 
SSS cath daheeks> > 2.40.3 0 oe 
ET a Gakdeg Kanone 178.2 
SE ian cw kshain oho 108.5 - i 
I i nd choi cata 116.7 86.7 74.2 
ge err ee ee 587.9 2.47.9 42.1 

_ Ne pert ag 2,741.4 1 5373-5 §0.2 
PN i dda he anwesaines 684.7 5-5 8 
Canada and Newfoundland 2,686.9 137-4 5 

Geand Total ;..... 4... 8 ,037.0 3,126.4 38.8 


Source: Report of the Director of the Institute of International Finance 
to the Convention of the Investment Bankers Association, October, 1934. 
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(2) COUNTRIES LAYING EMBARGOES ON MUNITIONS 
SHIPMENTS TO THE CHACO BELLIGERENTS 


Argentina Latvia 
Australia Lithuania 
Austria Luxemburg 
Belgium Netherlands 
Brazil Poland 
Canada Portugal 
China Spain 
Czechoslovakia Sweden 
Denmark Switzerland 
Finland U. S. S. BR. 
France United Kingdom 


Germany United States 
Irish Free State Yugoslavia 
Italy 


By September 25, 1934, Mexico and Panama had declared them- 
selves prepared to take this measure, but had not informed the 
League of its effective application in their territory. 


Source: League of Nations Publication, Official No. C.405. (1) M.184 
(1). 1934. VII. 


(2) JOINT RESOLUTION BY CONGRESS PROHIBITING THE 
SHIPMENT OF ARMS TO THE CHACO BELLIGERENTS 


A joint resolution (H. J]. Res. 347) to prohibit the sale of arms 
or munitions of war in the United States under certain conditions 


Resolved, etc., That if the President finds that the prohibition 
of the sale of arms and munitions of war in the United States to 
those countries now engaged in armed conflict in the Chaco may 
contribute to the reéstablishment of peace between those countries, 
and if after consultation with the governments of other American 
Republics and with their codperation, as well as that of such other 
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governments as he may deem necessary, he makes proclamation to 
that effect, it shall be unlawful to sell, except under such limita- 
tions and exceptions as the President prescribes, any arms or muni- 
tions of war in any place in the United States to the countries now 
engaged in that armed conflict, or to any person, company, or asso- 
ciation acting in the interest of either country, until otherwise or- 
dered by the President or by Congress. 

Sec. 2. Whoever sells any arms or munitions of war in violation 
of Section 1 shall, on conviction, be punished by a fine not exceed- 
ing $10,000 or by imprisonment not exceeding two years, or both. 


Source: Congressional Record, Seventy-third Congress, Second Session, 9660. 
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SENATE RESOLUTION, ADOPTED APRIL 12, 1934, DIRECT- 
ING AN INVESTIGATION INTO THE ACTIVITIES OF 
MUNITIONS MANUFACTURERS AND DEALERS 


Whereas the influence of the commercial motive is an inevitable 
factor in considerations involving the maintenance of the national 
defense; and 

Whereas the influence of the commercial motive is one of the 
inevitable factors often believed to stimulate and sustain wars; and 

Whereas the Seventy-first Congress, by Public Resolution No. 98, 
approved June 27, 1930, responding to the long-standing demands 
of American war veterans speaking through the American Legion 
for legislation ‘‘to take the profit out of war,” created a War Poli- 
cies Commission, which reported recommendations on December 7, 
1931, and on March 7, 1932, to decommercialize war and to equal- 
ize the burdens thereof; and 

Whereas these recommendations never have been translated into 
the statutes: Therefore be it 

Resolved, That a special committee of the Senate shall be ap- 
pointed by the Vice President to consist of seven Senators, and 
that said committee be, and is hereby, authorized and directed— 

(a) To investigate the activities of individuals, firms, associa- 
tions, and of corporations and all other agencies in the United 
States engaged in the manufacture, sale, distribution, import, or 
export of arms, munitions, or other implements of war; the nature 
of the industrial and commercial organizations engaged in the manu- 
facture of or traffic in arms, munitions, or other implements of 
war; the methods used in promoting or effecting the sale of arms, 
munitions, or other implements of war; the quantities of arms, 
munitions, or other implements of war imported into the United 
States and the countries of origin thereof, and the quantities ex- 
ported from the United States and the countries of destination 
thereof; and 

(b) To investigate and report upon the adequacy or inadequacy 
of the existing legislation, and of the treaties to which the United 
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States is a party, for the regulation and control of the manufacture 
of and traffic in arms, munitions, or other implements of war within 
the United States, and of the traffic therein between the United 
States and other countries; and 

(c) To review the findings of the War Policies Commission and 
to recommend such specific legislation as may be deemed desirable 
to accomplish the purposes set forth in such findings and in the 
preamble to this resolution; and 

(d) To inquire into the desirability of creating a government 
monopoly in respect to the manufacture of armaments and muni- 
tions and other implements of war, and to submit recommenda- 
tions thereon. 

For the purposes of this resolution the committee or any sub- 
committee thereof is authorized to hold hearings, to sit and act at 
such times and places during the sessions and recesses of the Con- 
gress until the final report is submitted, to require by subpoena or 
otherwise the attendance of such witnesses and the production of 
such books, papers, and documents, to administer such oaths, to 
take such testimony, and to make such expenditures, as it deems 
advisable. The cost of stenographic services to report such hearings 
shall not be in excess of 25 cents per hundred words. The expenses 
of the committee, which shall not exceed $15,000, shall be paid 
from the contingent fund of the Senate upon vouchers approved by 
the chairman. 


Source: Congressional Record, Seventy-third Congress, Second Session, 6688. 





APPENDIX VIII 


(a4) SECRETARY HULL’S STATEMENT ON THE ITALO- 
ETHIOPIAN DISPUTE, SEPTEMBER 12, 1935 


In view of the deep concern of this government and the wide- 
spread anxiety of the American people over recent developments 
which appear to constitute a grave threat to the peace of the world, 
I consider it desirable to recapitulate the steps thus far taken by 
this government in contributing in every practicable way toward a 
peaceful settlement of the present dispute between Italy and Ethiopia. 

On the evening of July 3 the Emperor of Ethiopia summoned the 
American Chargé d’ Affaires ad interim at Addis Ababa to the palace 
and handed the Chargé a communication in which the Emperor 
stated that he felt it to be his duty to ask the American government 
to examine means of securing observance of the Pact of Paris {the 
Kellogg-Briand Pact}. 

The Chargé was instructed to reply to the Emperor as follows: 

“I have the honor to acknowledge the receipt of Your Imperial 
Majesty’s note of July 3, 1935, and to inform Your Imperial Majesty 
that I immediately communicated its contents to my government. I 
have been instructed by my government to reply to your note as 
follows: 

“My government, interested as it is in the maintenance of peace 
in all parts of the world, is gratified that the League of Nations, 
with a view to a peaceful settlement, has given its attention to the 
controversy which has unhappily arisen between your government 
and the Italian government and that the controversy is now in proc- 
ess of arbitration. My government hopes, that, whatever the facts 
or merits of the controversy may be, the arbitral agency dealing 
with this controversy may be able to arrive at a decision satisfactory 
to both of the governments immediately concerned. 

“Furthermore, and of great importance, in view of the provi- 
sions of the Pact of Paris, to which both Italy and Abyssinia are 
parties, in common with sixty-one other countries, my government 
would be loath to believe that either of them would resort to other 
than pacific means as a method of dealing with this controversy or 
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would permit any situation to arise which would be inconsistent 
with the commitments of the pact.’”’ 

On July 10, during a call of the Italian Ambassador made at the 
request of the Secretary of State, the Secretary made to the Ambas- 
sador a statement as follows: 

“ Although we are not familiar with the facts or the merits of 
the questions at issue between Italy and Ethiopia, we are deeply 
interested in the preservation of peace in all parts of the world and 
we are particularly interested in those international arrangements 
designed to effect the solution of controversies by peaceable means. 

“Being convinced that world progress and economic recovery are 
urgently in need of peaceful conditions, particularly at this time, 
we feel impelled to impress upon the Italian Ambassador our in- 
creasing concern over the situation arising out of Italy’s dispute with 
Ethiopia and our earnest hope that a means may be found to arrive 
at a peaceful and mutually satisfactory solution of the problem.” 

On July 11 the Secretary of State conferred with the British and 
French Ambassadors. He called attention to articles which had ap- 
peared in the press wherein there was placed upon the American 
government’s reply to the Emperor of Ethiopia an interpretation 
implying that the American government had abandoned the Kellogg- 
Briand Pact and the pact therefore was “dead.” 

The Secretary said he felt this interpretation was entirely con- 
trary to the sense of his note to the Emperor, which had empha- 
sized the principles of the Pact of Paris and had given evidence of 
this government's interest in the settlement of this dispute by peace- 
able means. 

On the same day, at his press conference, the Secretary of State 
pointed out that naturally the American government, as had fre- 
quently been stated previously, is deeply concerned about the preser- 
vation of peace in every part of the world and is closely observing 
conditions and developments. 

On July 12, in response to various inquiries of newspaper cor- 
respondents, the Secretary of State made a statement as follows: 

“The Pact of Paris is no less binding now than when it was 
entered into by the sixty-three nations that are parties to it. By 
form and designation it constitutes a treaty by and among those 
nations. It is a declaration by the governments of the world that they 
condemn recourse to war for the solution of international contro- 
versies and renounce it as an instrument of national policy in their 
relations with one another. Furthermore, it is an agreement and a 
solemn obligation that the settlement or solution of all disputes or 
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conflicts among nations, of whatever nature or of whatever origin, 
shall never be sought except by pacific means. 

“The United States and the other nations are interested in the 
maintenance of the pact and the sanctity of the international com- 
mitments assumed thereby for the promotion and maintenance of 
peace among the nations of the world.” 

On August 1, the President issued a statement as follows: 

“At this moment, when the Council of the League of Nations 
is assembled to consider ways for composing by pacific means the 
differences that have arisen between Italy and Ethiopia, I wish to 
voice the hope of the people and the government of the United 
States that an amicable solution will be found and that peace will 
be maintained.” 

Thereafter during the month of August expression of this hope 
of the people and government of the United States was communi- 
cated in telegrams from the American government to several other 
governments. 

On September 3, having discovered that an American corporation 
was a party to a newly granted commercial concession, the conclu- 
sion of which had added to the perplexities and difficulties confront- 
ing the governments and other agencies which are intent upon pres- 
ervation of peace, the American government took prompt steps 
toward removal of this obstacle to peaceful settlement. In connection 
with that matter, the Secretary of State said at his press conference: 

“The central point in the policy of this government in regard 
to the Italian and Ethiopian controversy is the preservation of peace 
—to which policy every country throughout the world is committed 
by one or more treaties—and we earnestly hope that no nations 
will, in any circumstances, be diverted from this supreme objective.” 

Now, this government feels called upon further to express the 
attitude of this country. 

The government and people of the United States desire peace. 
We believe that international controversies can and should be settled 
by peaceful means. We have signed, along with sixty-two other 
nations, including Italy and Ethiopia, a treaty in which the signa- 
tories have condemned war as an instrument of national policy 
and have undertaken, each to all, to settle their disputes by none but 
pacific means. 

Under the conditions which prevail in the world today a threat 
of hostilities anywhere cannot but be a threat to the interests— 
political, economic, legal and social—of all nations. Armed conflict 
in any part of the world cannot but have undesirable and adverse 
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effects in every part of the world. All nations have the right to ask 
that any and all issues, between whatsoever nations, be resolved by 
pacific means. Every nation has the right to ask that no nations sub- 
ject it and other nations to the hazards and uncertainties that must 
inevitably accrue to all from resort to arms by any two. 

With good-will toward all nations, the American government 
asks of those countries which appear to be contemplating armed 
hostilities that they weigh most solicitously the declaration and 
pledge given in the Pact of Paris, which pledge was entered into by 
all the signatories for the purpose of safeguarding peace and spar- 
ing the world the incalculable losses and human suffering that in- 
evitably attend and follow in the wake of wars. 


Source: Department of State Press Release, September 12, 1935. 


(4) PRESIDENT ROOSEVELT’S NEUTRALITY 
PROCLAMATIONS 


I 


Whereas Section 1 of a Joint Resolution of Congress, entitled 
“Joint Resolution providing for the prohibition of the export of 
arms, ammunition and implements of war to belligerent countries; 
the prohibition of the transportation of arms, ammunition and 
implements of war by vessels of the United States for the use of 
belligerent states; for the registration and licensing of persons en- 
gaged in the business of manufacturing, exporting, or importing 
arms, ammunition, or implements of war; and restricting travel by 
American citizens on belligerent ships during war,” approved 
August 31, 1935, provides in part as follows: 


That upon the outbreak or during the progress of war between, or among, 
two or more foreign states, the President shall proclaim such fact, and it 
shall thereafter be unlawful to export arms, ammunition, or implements of 
war from any place in the United States, or possessions of the United States, 
to any port of such belligerent states, or to any neutral port for transship- 
ment to, or for the use of, a belligerent country, 


And whereas it is further provided by Section 1 of the said Joint 
Resolution that 


The President, by proclamation, shall definitely enumerate the arms, am- 


munitions, or implements of war, the export of which is prohibited by this 
Act. 


And whereas it is further provided by Section 1 of the said Joint 
Resolution that 
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Whoever in violation of any of the provisions of this Section, shall 
export, or attempt to export, or cause to be exported, arms, ammunition or 
implements of war from the United States, or any of its possessions, shall 
be fined not more than $10,000 or imprisoned not more than five years, or 
both, and the property, vessel, or vehicle containing the same shall be sub- 
ject to the provisions of sections 1 to 8, inclusive, title 6, chapter 30, of the 
act approved June 15, 1917. (40 Stat. 223-225; U. S. C. title 22, secs. 
238-245.) 

Now, therefore, I, Franklin D. Roosevelt, President of the United 
States of America, acting under and by virtue of the authority 
conferred on me by the said joint resolution of Congress, do hereby 
proclaim that a state of war unhappily exists between Ethiopia and 
the Kingdom of Italy; and I do hereby admonish all citizens of 
the United States or any of its possessions and all persons residing 
or being within the territory or jurisdiction of the United States or 
its possessions to abstain from every violation of the provisions of 
the joint resolution above set forth, hereby made effective and 
applicable to the export of arms, ammunition or implements of war 
from any place in the United States or its possessions to Ethiopia or 
to the kingdom of Italy, or to any Italian possession, or to any 
neutral port for transshipment to, or for the use of, Ethiopia or 
the Kingdom of Italy. 

And I do hereby declare and proclaim that the articles listed 
below shall be considered arms, ammunition and implements of 
war for the purposes of Section 1 of the said joint resolution of 
Congress: 


Category I 

(x) Rifles and carbines using ammunition in excess of cal. 26.5, 
and their barrels; 

(2) Machine guns, automatic rifles, and machine pistols of all 
calibers, and their barrels; 

(3) Guns, howitzers, and mortars of all calibers, their mount- 
ings and barrels; 

(4) Ammunition for the arms enumerated under (1) and (2) 
above, i.e., high-power steel-jacketed ammunition in excess of cal. 
26.5; filled and unfilled projectiles and propellants with a web 
thickness of .or5 inch or greater for the projectiles of the arms 
enumerated under (3), above; 

(5) Grenades, bombs, torpedoes, and mines, filled or unfilled, 
and apparatus for their use or discharge; 

(6) Tanks, military armored vehicles, and armored trains. 








312 THE UNITED STATES IN WORLD AFFAIRS 


Category Il 


Vessels of war of all kinds, including aircraft carriers and sub- 
marines. 


Category Ill 


(1) Aircraft, assembled or dismantled, both heavier and lighter 
than air, which are designed, adapted, and intended for aerial com- 
bat by the use of machine guns or of artillery or for the carrying 
and dropping of bombs, or which are equipped with, or which by 
reason of design or construction are prepared for, any of the appli- 
ances referred to in paragraph (2), below. 

(2) Aerial gun mounts and frames, bomb racks, torpedo car- 
riers, and bomb or torpedo release mechanisms. 


Category IV 
Revolvers and automatic pistols of a weight in excess of 1 pound 


6 ounces (630 grams), using ammunition in excess of cal. 26.5, 
and ammunition therefor. 


Category V 

(1) Aircraft assembled or dismantled, both heavier and lighter 
than air, other than those included in category III; 

(2) Propellers or air screws, fuselages, hulls, tail units, and 
under carriage units; 

(3) Aircraft engines. 


Category VI 

(xz) Livens projectors and flame throwers; 

(2) Mustard gas, lewisite, ethyldichlorarsine, and methyl- 
dichlorarsine. 

And I do hereby enjoin upon all officers of the United States, 
charged with the execution of the laws thereof, the utmost diligence 
in preventing violations of the said joint resolution, and this my 
Proclamation issued thereunder, and in bringing to trial and pun- 
ishment any offenders against the same. 

And I do hereby delegate to the Secretary of State the Power of 
prescribing regulations for the enforcement of Section 1 of the said 
joint resolution of August 31, 1935, as made effective by this my 
Proclamation issued thereunder. 

In witness whereof, I have hereunto set my hand and caused the 
Seal of the United States to be affixed. 

Done at the city of Washington this 5th day of October, in the 
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year of our Lord nineteen hundred and thirty-five, and of the Inde- 
pendence of the United States of America the one hundred and 
sixtieth. 

FRANKLIN D. ROOSEVELT 
By the President: 


CorDELL HULL 
Secretary of State. 


II 


Whereas Section 6 of the Joint Resolution of Congress, ap- 
proved August 31, 1935 (Public Resolution No. 67, 74th Con- 
gtess), provides that 


Whenever, during any war in which the United States is neutral, the 
President shall find that the maintenance of peace between the United States 
and foreign nations, or the protection of the lives of citizens of the United 
States, or the protection of the commercial interests of the United States 
and its citizens, or the security of the United States requires that the Ameri- 
can citizens should refrain from traveling as passengers on the vessels of any 
belligerent nation, he shall so proclaim, and thereafter no citizen of the 
United States shall travel on any vessel of any belligerent nation except at 
his own risk, unless in accordance with such rules and regulations as the 
President shall prescribe: Provided, however, That the provisions of this 
section shall not apply to a citizen traveling on the vessel of a belligerent 
whose voyage was begun in advance of the date of the President’s proclama- 
tion, and who had no opportunity to discontinue his voyage after that date: 
And provided further, That they shall not apply under ninety days after the 
date of the President’s proclamation to a citizen returning from a foreign 
country to the United States or to any of its possessions. When, in the 
President’s judgment, the conditions which have caused him to issue his 
proclamation have ceased to exist, he shall revoke his proclamation and the 
provisions of this section shall thereupon cease to apply. 


And whereas war now unhappily exists between Ethiopia and 
the Kingdom of Italy; and 

Whereas I find that the protection of the lives of citizens of the 
United States requires that American citizens should refrain from 
traveling as passengers on the vessels of either of the belligerent 
nations ; 

Now, therefore, I, Franklin D. Roosevelt, President of the 
United States of America, acting under and by virtue of the au- 
thority vested in me by the said Joint Resolution of Congress, do 
hereby admonish all citizens of the United States to abstain from 
traveling on any vessel of either of the belligerent nations contrary 
to the provisions of the said Joint Resolution; and 
I do hereby give notice that any citizen of the United states who 
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may travel on such a vessel, contrary to the provisions of the said 
Joint Resolution, will do so at his own risk. 

In witness whereof, I have hereunto set my hand and caused the 
seal of the United States to be affixed. 

Done at the city of Washington this fifth day of October, in the 
year of our Lord nineteen hundred and thirty-five, and of the 
Independence of the United States of America the one hundred and 
sixtieth. 

FRANKLIN D. ROOSEVELT 
By the President: 
CoRDELL HULL 
Secretary of State. 


Source: Department of State Press Releases, October 5, 6, 1935. 
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CHRONOLOGY OF IMPORTANT EVENTS AFFECTING 
AMERICAN FOREIGN RELATIONS, 1934-1935 


ARMS LIMITATION 


1934 

January: 

1. The French government rejects Germany's proposal for arms equality 
and submits counter-proposals. 

5. Mussolini offers peace plan, including changes in the League of Na- 
tions, at conference with Sir John Simon in Rome. 

19. The German government rejects French proposals of January 1 and 
makes counter-proposals. 

29. British government suggests limited rearmament of Germany and a 
partial disarmament of the other powers. 

31. Mussolini offers disarmament plan which is favorable to Germany's 
demand for an army of 300,000, provided she rejoins the League of Nations 
and the Disarmament Conference. 


February: 


13. The French government rejects Germany's demands of January 19 
and insists on absolute guarantees of security. 

19. The Department of State in reply to British disarmament memorandum 
of January 29 outlines desire of United States to supplement any general 
disarmament convention with a universal pact of non-aggression. 

Aare 


17. The French government in final reply to British arms memorandum 
of January 29 definitely rejects bilateral negotiations and insists upon trans- 
fer of the negotiations back to Geneva. 


May: 

29. The Disarmament Conference meets at Geneva after termination of 
unsuccessful bilateral negotiations. 

30. Sir John Simon at the Disarmament Conference declares that the 
British draft convention, with certain modifications, still forms the best 
possible basis of agreement. French Foreign Minister Barthou takes sharp 
issue with his view, and the clash almost breaks up the conference. 


June: 


11. The Disarmament Conference appoints four subcommittees to carry 
on its work and adjourns. 
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July: 
2. A special subcommittee on control of arms traffic, appointed by the 
Disarmament Conference, approves a draft convention modeled on proposals 


submitted by the United States for the regulation and international super- 
vision of the trade in and manufacture of arms. 


November: 


20. The Disarmament Conference Bureau adopts United States proposals 
for the international control of the manufacture and traffic in arms as a basis 
for further discussions. 


1935 
February: 

14. The permanent Disarmament Conference committee on arms traffic 
resumes its work at Geneva. Great Britain submits three modifications to 
American draft treaty for controlling arms traffic. Belgium, Canada, Czecho- 
slovakia, Russia, Spain, Sweden, and Switzerland support the draft treaty. 


EUROPEAN AFFAIRS 
GENERAL 


1934 
July: 
9. Louis Barthou, French Foreign Minister, visits England and outlines 
details of the mutual assistance, or “Eastern Locarno,” pacts. 
13. Sir John Simon announces in the House of Commons Great Britain's 
support of the Eastern Locarno pacts and declares that the pacts would be 
strengthened if Soviet Russia belonged to the League of Nations. 


August: 


29. Representatives of Estonia, Latvia, and Lithuania initial an agreement 
providing that the Foreign Ministers of these countries shall meet periodi- 
cally to decide on questions of mutual interest. The pact is signed at Geneva 
on September 12. 


September: 


10. Germany rejects the plan for “Eastern Locarno” pacts. 

14. The Council of the Little Entente countries decides to support the 
“Eastern Locarno” pacts, to vote for the admission of Soviet Russia to the 
League, and to welcome the Franco-Italian rapprochement. 

25. Foreign Minister Barthou of France and M. Litvinoff of Russia discuss 
proposals for mutual-assistance pacts to unite France, Italy, Russia, Turkey, 
Rumania, Yugoslavia, Greece and Spain; the pacts would also involve some 
adjustments of the naval parity issue between France and Italy. 


October: 


9. King Alexander of Yugoslavia and French Foreign Minister Barthou are 
assassinated at Marseilles by a Croatian malcontent. 

19. Balkan and Little Entente ministers meeting in Belgrade call for in- 
ternational codperation to establish responsibility for the assassination of 
King Alexander and to prevent further terrorist crimes. 
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November: 


22. Yugoslavia submits note to the League of Nations accusing Hungary 
of complicity in the assassination of King Alexander and asks that the sub- 
ject be considered by the League Council. 

24. Hungary requests the League Council to hasten the hearings of the 
Yugoslavian accusations against her with regard to complicity in the assassi- 
nation of King Alexander. 

30. Foreign Minister Laval of France calls upon Chancellor Hitler to join 
the proposed Eastern European pacts of mutual assistance and to make good 
the Chancellor's many affirmations of his desire for peace. 

30. Foreign Ministers of the newly formed Baltic Entente meet to ex- 
change ratifications of the treaty under which the Entente was organized. 


December: 


6. French Foreign Minister Laval and Soviet Commissar for Foreign 
Affairs Litvinoff sign protocol at Geneva not to start separate negotiations 
which might compromise the “Eastern Locarno” plans. 

7. The League Council opens hearings on appeal against Hungary for 
alleged complicity in the assassination of King Alexander. 

10. Czechoslovakian government gives notice that it will adhere to the 
protocol signed by France and Russia on December 6. 

10. The League Council settles peacefully the appeal made to it in con- 
nection with the assassination of King Alexander. 


7935 
January: 
5-7. Discussions in Rome between Premier Mussolini and French Foreign 
Minister Laval result in agreements covering various interests of both France 
and Italy. 


February: 


3. Anglo-French discussions in London result in agreement on a broad 
program for promoting European security. Great Britain and France invite 
Germany to codperate. 

14. The German government, in reply to Anglo-French proposals of 
February 3, is willing to participate in a Western European air convention 
but declines to become a party to the ‘Eastern Locarno’ pacts. 

20. The Soviet government endorses the peace proposals of February 3 
and stresses the necessity of a system of pacts of mutual assistance. 


March: 


22. The French Chamber of Deputies and the Senate ratify the Franco- 
Italian agreements of January 7, 1935. 


April: 

9. Sir John Simon tells the House of Commons that Germany declines to 
join in an Eastern security pact and particularly in a pact of mutual assist- 
ance between herself and Soviet Russia, and also makes her return to the 
League conditional upon return of colonies to Germany. 

11-13. Representatives of Great Britain, France, and Italy meet at Stresa 
to discuss European security problems and agree to pursue a common policy 
with regard to Germany’s rearmament and an Eastern security pact. 
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12. Germany notifies Great Britain, France, and Italy that she is prepared 
to sign an Austrian non-aggression pact, but will not enter a pact of mutual 


assistance. 
May: 

2. Representatives of the French and Soviet governments sign in Paris a 
pact of mutual assistance against aggression. 

16. Soviet Russia and Czechoslovakia sign a pact of mutual assistance 
similar to the Franco-Soviet pact signed on May 2. 
June: 


1. The German government protests that the Franco-Soviet pact signed 


on May 2 violates certain sections of the League Covenant and the Locarno 
treaties. 


25. The French government rejects the German interpretation of the pact 
and states that British, Italian, and Belgian legal experts who had been 


consulted concurred that the treaty did not conflict in any way with the 
Locarno pacts. 


AUSTRIA 


1934 
January: 


17. Vienna protests to Germany against Nazi propaganda and attacks on 
Austrian independence. . 


February: 


12-13. A short-lived civil war in Austria follows the government's efforts 
to abolish the Socialist party. 


17. Great Britain, France, and Italy issue joint declaration affirming the 
independence of Austria. 


March: 
17. Austria signs three-power protocol with Italy and Hungary. 
April: ° 


30. The Austrian Parliament votes its own permanent dissolution after 


ratifying the new Constitution which transforms the country into a corpora- 
tive state. 


May: 


1. The new Austrian Constitution becomes effective; it grants Chancellor 
Dollfuss the power to become a legal dictator. 


July: 


25. Chancellor Dollfuss is mortally wounded by Austrian Nazis in their 
unsuccessful attempt to overthrow the government. 


29. Dr. Kurt Schuschnigg is appointed Chancellor to succeed Dollfuss. 
August: 


9. Chancellor Hitler dissolves the Austrian Nazi headquarters at Munich, 


which for the past eighteen months had caused friction between the German 
and Austrian governments. 
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16. France and Great Britain assent to Austrian request for a year’s ex- 
tension of the volunteer corps of 8,000 men. 

21. Chancellor Schuschnigg during visit to Italy reaches agreement with 
Premier Mussolini on the maintenance of Austrian independence and com- 
plete internal autonomy. 


September: 


27. France, Italy, and Great Britain sign a new declaration in Geneva 
endorsing the independence and integrity of Austria. 


FRANCE 
1934 
January: 


27. The Chautemps Cabinet resigns as a result of Stavisky scandal. 
30. Edouard Daladier forms new moderate Cabinet. 


February: 
7. The Daladier Cabinet is forced to resign following riots and fighting 
in the streets of Paris as a result of the Stavisky scandal. 


8. Gaston Doumergue forms “national” Cabinet including six former 
Premiers. 


October: 


13. Premier Doumergue reorganizes his Cabinet after the assassination of 
Foreign Minister Barthou. Pierre Laval is appointed Foreign Minister. 


November: 


8. The Doumergue Cabinet resigns following the withdrawal of Radical 
ministers who were opposed to Premier Doumergue’s plans for constitu- 
tional reform. 

9. Pierre Etienne Flandin forms new Cabinet. 


7935 
March: 
16. The Chamber of Deputies votes to extend military service term to 
two years for all classes called to the colors until the end of 1939. Senate 
concurs on March 22. 


May: 

30. Premier Flandin’s Cabinet is defeated by a vote of 353 to 202 over a 
request for financial powers. 

31. Fernand Bouisson forms new Cabinet. 


June: 


4. Bouisson Cabinet is defeated by the narrow margin of two votes—264 
to 262—on demand for full fiscal powers. 

7. Premier Laval forms new Cabinet. Chamber of Deputies, by a vote 
of 324 to 160 on the following day, grants him full power to take measures 
he considers necessary to save the franc. 





ee: 
4 
tate 

Hi 


320 THE UNITED STATES IN WORLD AFFAIRS 
GERMANY 
1934 
January: 


26. Germany and Poland sign ten-year non-aggression pact. 


June: 


1. The League Council adopts report of its committee on the conditions 
of the Saar plebiscite and sets January 13, 1935, as date for the voting. 

17. Vice-Chancellor von Papen, in an address at Marburg, criticizes the 
government's policies and its tendency to label every conservative as reac- 
tionary. Reproduction of his speech is prohibited in the German press. 

30. Chancellor Hitler executes “purge” resulting in the execution of 77 
persons, including Kurt von Schleicher, former Chancellor, and Captain 
Ernst Roehm, commander of the Storm Troops. 


July: 


13. Chancellor Hitler renders account before the Reichstag of measures 
taken during the “purge” of June 30. 


August: 


2. Following the death of President Paul von Hindenburg, Chancellor 
Hitler assumes Presidential power, but not the title of President. 

2. Dr. Hjalmar Schacht, president of the Reichsbank, is appointed Min- 
ister of Economics. 

19. The German people in a nation-wide vote approve Herr Hitler's 
uniting in his own person the authority of President and Chancellor. 

21. The Boycott Commission of Jewish Conference in Geneva votes to 
reject all peace offers from Nazi Germany and to redouble the boycott 
against Germany until German Jews get back all their rights of citizenship. 


October: 


11. The American Federation of Labor votes to continue the boycott of 
German goods. 


November: 


27. Chancellor Hitler instructs Nazi leaders in the Saar territory to curb 
their activities in order to avoid disturbances. 


December: 


3. Representatives of France and Gertffiny sign an agreement covering 
financial and political questions likely to arise after the January plebiscite. 
Germany is to pay 900,000,000 francs in settlement for the Saar mines after 
they are transferred back to her. 

5. Great Britain, Italy, and Czechoslovakia agree to send contingents for 
an international police force to maintain order in the territory during the 
plebiscite period, provided that Germany consents. 

6. The German government notifies the League Secretariat that it does not 
object to such a force during the plebiscite. 
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1935 


January: 
13. A plebiscite held in the Saar territory results in a vote of approximately 
90 per cent in favor of a return to Germany. 


March: 

1. The Saar territory is officially returned to Germany. 

10. General Goering admits that Germany's air force will be of a military 
character by April 1 and that the Civilian “Air Sport” Association has also 
been placed under the direct orders of the Reichswehr. 

16, German Reich announces reinstitution of military conscription in spite 
of the prohibitions in the Versailles Peace Treaty. 

18. The British government protests against Germany's return to military 
conscription. 

20-21. The French and Italian governments protest to Berlin against Ger- 
many’s reinstitution of military conscription. French government decides to 
lay the matter before the League Council for action under Article XI of 
the Covenant. 

23. The Polish government makes diplomatic representations to Berlin 
regarding Germany's reinstitution of military conscription. 

23. Representatives of France, Great Britain, and Italy meet in Paris to 
discuss the situation created by Germany’s return to conscription, 

27. Anglo-German conversations in Berlin on disarmament and security 
pacts brought to a close with negative results. 


April: 

15-17. The League Council in special session to consider Germany's re- 
instatement of military conscription adopts by unanimous vote, Denmark 
abstaining, a resolution condemning Germany's treaty repudiation. 

20. In a note to the governments which took part in the League Council 
vote censuring her reinstatement of military conscription, Germany says 
that she does not recognize their right to set themselves up as her judges. 


May: 

21. Chancellor Hitler declares in an address to the Reichstag that Ger- 
many must have air parity with the strongest Western power and a navy 
equal to 35 per cent of that of Great Britain. 


GREAT BRITAIN 
1935 
June: 


7. In a reorganization of the British Cabinet, Mr. Stanley Baldwin be- 
comes Prime Minister; Mr. MacDonald takes the office of Lord President 
of the Council; Sir Samuel Hoare becomes the new Foreign Secretary, and 
Mr. Anthony Eden Minister without Portfolio for League of Nations Affairs. 


ITALY 


1934 
March: 
17. The Premiers of Italy, Austria, and Hungary sign three consultative 
pacts in Rome; one pact providing for consultation among the three govern- 
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ments on matters of interest to any or all of them, and the two others 
providing for consultation on economic problems. 


May: 


14. Austria, Hungary, and Italy sign eight agreements in Rome covering 
preferential tariffs and other commercial concessions, 


June: 


15. Premier Mussolini and Chancellor Hitler, after meeting in Venice, 
issue statement dealing with Austrian independence and Germany's reéntry 
into the League of Nations. 


December: 


5. A border fray at Walwal, East Africa, in territory claimed by Ethiopia 
and Italy, results in casualties on both sides. The Italian Minister at Addis 
Ababa is instructed to lodge a protest with the Ethiopian government. 

8. The Ethiopian government also protests to Italian government about 
the incident, declaring that native troops under Italian command were the 
aggressors. 

16. Italian government refuses mediation by the League in the dispute 
with Ethiopia and insists upon apologies and reparations. 

19. In a note to the League Ethiopia denies Italian version of the frontier 
incident. 

1935 
January: 

1. Ethiopia invokes Article XI of the Covenant in her dispute with Italy. 

16. Ethiopia again appeals to the League for a hearing in her dispute 
with Italy. 

19. Italy agrees to negotiate directly with Ethiopia. 


February: 


11. As a precautionary measure the Italian government mobilizes two 
divisions of about 35,000 men for service in Italian Somaliland. 

12. Italy demands indemnities, apologies, and the delineation of the 
frontier with a neutral zone. 


March: 

5. A neutral zone along the disputed Italian Somaliland and Ethiopian 
frontier is established while conciliation proceedings are in progress. 

19. Ethiopia once more appeals to the League to defend her against 
aggression. 

29. Ethiopia sends new note to the League seeking prompt arbitration. 


April: 

1. Ethiopia asks the League to name an arbitration board if Italy fails to 
agree to arbitration within thirty days. 

11. The Italian government accepts Ethiopian proposal for arbitration. 


May: 
11. Ethiopia again asks for the protection of the League in case her ter- 
ritorial integrity and political independence are threatened. 
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20-25. The League Council adopts resolutions providing for arbitration 
under Italo-Ethiopian treaty of 1928, calling for the settlement of all dis- 
putes by conciliation or arbitration ‘‘without having recourse to force of 
arms.” 

25. Italy withdraws objections to foreigners representing Ethiopia on 
the Conciliation Commission. 

June: 


20. In a new note to the League Ethiopia asks that neutral observers be 
sent at her expense to the frontier region as a safeguard against further 
incidents. 


July: 

3. The Emperor of Ethiopia appeals to the United States to examine the 
means of effecting compliance with the Pact of Paris. In a reply on July 5 
President Roosevelt refrains from any commitment. 

9. The Conciliation Commission suspends its meetings, owing to the insist- 
ence of the Italian delegation that the frontier question be left out of the 
discussions. 

10. Ethiopia asks an immediate convocation of the League Council and 
appeals to neutral countries to lift the ban on the exportation of arms and 
munitions to her. 

10-11. Secretary Hull confers with Italian, British, and French Ambassa- 
dors on the Ethiopian situation and informs the Italian Ambassador that the 
United States would view with extreme misgivings any action by Italy which 
might result in war and be inconsistent with her obligations under the Pact 
of Paris. 

12. Secretary Hull states that the United States considers the Pact of Paris 
no less binding now than when it was entered into by all the nations that 
are parties to it. 

25. Great Britain places an embargo on the shipment of arms and muni- 
tions to both Italy and Ethiopia. 

25. Premier Mussolini notifies Premier Laval that Italy is no longer op- 
posed to the resumption of arbitration of the dispute by the Conciliation 
Commission, provided that the question of frontiers is barred from the dis- 
cussions. 

28. Swedish Foreign Minister announces that Sweden will permit the ship- 
ment of war material to Ethiopia. 

31. The League Council meets in special session to consider the Italo- 
Ethiopian dispute. 


August: 


1. President Roosevelt issues formal statement in support of the League's 
efforts to settle the Italo-Ethiopian dispute. 

3. The League Council adopts resolution calling for the resumption of 
arbitration proceedings and consideration of the entire dispute by Great Bri- 
tain, France, and Italy as signatories of the treaty of 1906. 

14. Ethiopia protests to the League against the arms embargo which pre- 
vents her from purchasing arms abroad to defend her people. 


16. Representatives of Great Britain, France, and Italy start discussions in 
Paris. 
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18. The discussions end abruptly when Premier Mussolini rejects the 
British and French proposals offering him certain concessions in Africa. 


September: 


3. The Conciliation Commission submits report showing unanimous agree- 
ment that neither Italy nor Ethiopia was to blame for the Walwal incident 
in December, 1934. 

4. The League Council meets to consider the dispute; votes on the 6th to 
appoint a committee of five members “to examine as a whole the Italo- 
Ethiopian relations with a view of seeking a peaceful solution.” 

12. Secretary Hull in a formal statement urges the countries “contemplat- 
ing armed hostilities” to observe their pledges under the Pact of Paris. 

26. The League Council unanimously votes to proceed in the Italo- 
Ethiopian dispute under Article XVI (the “Sanctions Article”) of the 
Covenant. 

29. Emperor Haile Selassie informs the League that an immediate general 
mobilization is necessary because of the Italian threat on Ethiopia's frontiers. 

30. Great Britain asks France how she would react to a British naval 
blockade of Italy. 


October: 


1. The British Ambassador in Paris inquires what the French government 
would do if the British fleet, in enforcing sanctions against Italy, were 
attacked by the Italian fleet in the Mediterranean. 

2. The Ethiopian government advises the League that an Italian force has 
invaded the country near French Somaliland. 

2. In a speech broadcast to 20,000,000 Italians Premier Mussolini declares 
that war in Africa is about to begin and that if sanctions are applied against 
Italy she will meet “war with war.” 

2. British Labor party in conference at Brighton by a huge majority favors 
sanctions by the League against Italy or any other aggressor nation. The 
votes cast were 2,168,000 in favor of sanctions and 102,000 against. 

3. General Emilio de Bono, Italian Commander in Chief in Africa, an- 
nounces the beginning of hostilities. 

3. The Ethiopian government proclaims a general mobilization for defense. 

5. President Roosevelt issues a proclamation recognizing a state of war 
between Italy and Ethiopia and prescribing the neutrality policy of the 
United States under recently enacted legislation. 

7. The League Council votes that Italy has resorted to war contrary to her 
engagements under the Covenant. 

9. The League Assembly meets and takes steps to apply sanctions against 
Italy as the aggressor in the Italo-Ethiopian dispute. 

11. The League Assembly's Sanctions Committee votes an embargo on 
arms shipments to Italy, while member nations lift their embargo on such 
shipments to Ethiopia. 

14. The League Committee votes an embargo on credits to Italy. 

19. The League Committee votes to forbid the importation of anything, 
directly or indirectly, from Italy by League members, and to forbid their 
exportation to Italy of key war materials whose production they control. 
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Russia (U. S. S. R.) 
1934 
April: 
4. The Soviet government extends non-aggression pacts with Estonia, 
Latvia, and Lithuania for a period of ten years. 
6. The non-aggression pact with Finland is extended to December 21, 
1945. 


May: 


5. The non-aggression treaty with Poland is extended until 1945, both 
nations renouncing further territorial claims against each other. 


June: 


9. The Little Entente countries officially recognize the Soviet Union and 
resume diplomatic relations. 


July: 
23. The Soviet Union resumes diplomatic relations with Bulgaria. 
August: 


31. The Little Entente group favors Soviet Russia’s entrance into the 
League of Nations. 


September: 
15. The League Council sends invitation to Soviet Union to join the 
League of Nations. 


18. The Soviet Union, by a vote of 39 to 3, is admitted as a member of 
the League of Nations and granted a permanent seat on the Council. 


1935 
July: 


12. Belgium recognizes the Soviet government and resumes diplomatic 
relations. 
August: 


25. The United States government protests to the Soviet government against 
violations of the pledge given by it regarding non-interference in the in- 
ternal affairs of the United States. 

27. The Soviet government rejects the protest of the United States and 
denies all responsibility for the proceedings of the Communist International. 


FAR EASTERN AFFAIRS 


1934 
January: 

26. Nanking government asks the United States to revise the 1903 treaty 
relative to commerce and navigation and the extension of commercial rela- 
tions between the United States and China. 

February: 


10. City of Shanhaikwan returned to Chinese authorities after having been 
in Japanese hands since January, 1933. 
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March: 


1. Henry Pu-yi is enthroned as Emperor of “Manchukuo” under the name 
of Kang Teh; the name of the new empire in Chinese is “Ta Manchu Ti 
Kuo” (The Great Manchu Empire). 

3. El Salvador recognizes the new Manchu Empire. This is the first formal 
recognition of ““Manchukuo” as an independent state by any foreign govern- 
ment except Japan. 

26. The $50,000,000 loan to the Chinese government granted in May, 
1933, by the Reconstruction Finance Corporation for the purchase of Ameri- 
can wheat and cotton is reduced to $20,000,000 by mutual agreement. 


April: 


17. The Japanese Foreign Office “spokesman” warns other powers not to 
give any assistance to China, such as foreign loans for political purposes 
without consulting Japan. 

23. The British government notifies Japan that the Nine-Power Treaty 
guarantees equal rights in China to all its signatories and that Japan is not 
entitled to any special privileges. 

30. The United States in a note to the Japanese government insists that 
all treaty rights with regard to China be observed. 


May: 

3. France sends a memorandum to the Japanese government requesting 
that the Open Door policy in China be upheld. 
October: 


24. The United States and Great Britain advise Japan that the proposed 
Manchurian oil monopoly would undermine the principles of the Open 
Door policy and violate Article III of the Nine-Power Treaty. 


November: 


5. The Japanese government insists that it has nothing to do with the 
policy of “Manchukuo” in establishing a monopoly, and that the protesting 
nations should deal directly with that country. 


December: 


1. The United States and Great Britain notify the Japanese government 
for the third time in five months that they object to the creation of the oil 
monopoly by “Manchukuo.” 

27. The United States and Great Britain protest to Japanese Foreign Office 
against restrictions imposed on foreign oil companies by a law requiring 
them to store six months’ supplies. 


1935 


April: 
10. Oil monopoly goes into effect in “Manchukuo.” 


11. Japan in a reply to the United States note protesting against the oil 
monopoly again declares that she cannot assume responsibility for ‘“Man- 
chukuo’s” actions. 

18. The United States sends a further note to Japan on the oil controversy. 
(Great Britain does likewise on the 29th.) 
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May: 

30. Japanese military authorities in North China notify the Nanking gov- 
ernment that unless anti-Japanese activities in the demilitarized zone cease 
they will occupy Tientsin and Peiping. They also call for the abolition of 


the Kuomintang headquarters in North China and the dismissal of the gov- 
ernor of the Hopei province. 


June: 
19. The Chinese government accedes to the Japanese demands. 
CHINESE EASTERN RAILWAY 
1934 
January: 

8. The Russian Ambassador in Tokyo confers with Japanese Foreign Min- 
ister on the resumption of sales negotiations for the Russian share of the 
Chinese Eastern Railway. 

1935 
January: 


22. Tokyo announces that the sale of the Russian interest in the Chinese 
Eastern Railway to “Manchukuo” has been successfully concluded. 


March: 


23. Soviet Russia formally transfers her share of the Chinese Eastern Rail- 
way to ‘“Manchukuo.” 


GOLD, SILVER AND CURRENCY 


1934 
January: 

15. President Roosevelt sends special message to Congress asking for the 
stabilization of the dollar at from 50 to 60 cents of its former value. 

20. Mexico ratifies the silver agreement concluded in July, 1933, at the 
World Monetary and Economic Conference in London. 

30. President Roosevelt signs the Gold Reserve Act of 1934. 

31. President Roosevelt issues a proclamation fixing the value of the gold 
dollar at 59.06 per cent of the old parity. 


February: 


16. Australia ratifies the silver agreement concluded in July, 1933, at the 
World Monetary and Economic Conference in London. 


March: 


21. India ratifies the silver agreement concluded in July, 1933, at the 
World Monetary and Economic Conference in London. Mexico, China, and 
Canada ratify the agreement on March 26, 27, and 28, respectively. 


April: 


24. Peru and Spain ratify the silver agreement concluded in July, 1933, at 
the World Monetary and Economic Conference in London. 
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30. The United States Treasury sets up a $2,000,000,000 stabilization fund 
to protect the dollar and the government's credit. 


May: 

22. President Roosevelt sends a message to Congress relative to the mone- 
tary use of silver. 

22. The Administration silver bill is presented to Congress. Its ultimate 
objective is a monetary basis of 25 per cent silver and 75 per cent gold. 

31. The silver bill is passed by the House by a vote of 263 to 77, and by 


the Senate on June 11 by a vote of 54 to 25; and is signed by the President 
on June 19. 


June: 


27. The United States Treasury, with President Roosevelt's approval, puts 
an embargo on silver exports, except those for necessary purposes. 


August: 


9. President Roosevelt issues a proclamation nationalizing all domestic 
silver. 


September: 


9. The Chinese Ministry of Finance prohibits the purchase or sale of for- 
eign exchange, except for legitimate business requirements, on contracts en- 
tered into prior to September 8. 

11. The order limiting exchange transactions stimulates silver exports 
from China. 

25. Representatives of six gold-bloc countries (Belgium, France, Italy, the 
Netherlands, Luxemburg, and Switzerland) in conference at Geneva, pledge 
the maintenance of the gold standard as vital to recovery. 

28. The Chinese government, through its Minister at Washington, officially 
advises the Department of State that the silver policy of the United States 
is detrimental to China’s internal economy. 


October: 


1. Complete government control of foreign exchange goes into effect in 
Germany. 

3. The Chinese government informs Washington of its position on the 
silver policy of the United States and the deflationary effects of this policy. 

15. The Chinese government imposes a tax on all silver exports in an ef- 
fort to halt the drain of silver to the United States. 

19. The Chinese government inaugurates an exchange stabilization pro- 
gram. 

1935 
February: 

18. The United States Supreme Court, by a 5-to-4 decision, rules that Con- 
gress had the authority to abrogate the gold clause in private contracts, but 
not in obligations of the United States government, and that holders of these 
latter obligations must prove a loss before obtaining compensation. 


April: 
10. President Roosevelt proclaims a price of 71.11 cents per ounce for 
newly-mined silver, in place of 641. cents fixed by proclamation on Decem- 
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ber 21, 1933. By a new proclamation on the 24th the price is raised to 77.57 
cents per ounce. 

26. Mexico issues a decree recalling all silver money in circulation and 
placing an embargo on exports of all except newly-mined silver. 


May: 

3. The Peruvian government prohibits the export of silver bars and the 
hoarding, buying, or selling of silver. 

13. The Italian government prohibits the exportation of silver. 

13. Secretary Morgenthau in a radio address says that if the nations wish 
to stabilize their currencies, Washington will offer no obstacles. 

20. The Treasury Department prohibits, except under license, the importa- 
tion into the United States of foreign silver coins. 


June: 


27. President Roosevelt sends a special message to Congress asking legisla- 
tion to outlaw recovery suits against the government arising from the repeal 
of the gold clause in bonds. 


August: 


27. President Roosevelt signs a bill prohibiting, after January 1, 1936, 
suits against the government for damages growing out of the abrogation of 
the gold clause. 


INTERNATIONAL FINANCE 


1934 

January: 

2. The United States protests to Germany against the cut in service pay- 
ments on German loans during the ensuing six months. 

22. President Roosevelt insists that American creditors be given the same 
treatment as those of other nations. 

25-31. A Berlin conference between Germany and her creditors results 
in the agreement of Germany to pay 76.9 per cent of the interest due on 
certain long-term bonds. 


February: 
6. President Vargas of Brazil signs a four-year agreement with the United 
States covering Brazilian debts. 


16. The standstill agreement between Germany and her foreign creditors 
is renewed for another year. 


March: 


1. Panama requests that the United States government pay its obligations 
in gold in accordance with the terms of the 1904 treaty. 

22. The United States Treasury rules that American banks are not to par- 
ticipate in Dutch loan to French government. This action is due to the bill 
before Congress banning new loans to governments which have defaulted on 
their war debt payments to the United States. 


April: 


10. President Mendieta of Cuba proclaims a moratorium on foreign debts 
for an indefinite period. 
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27. Another debt conference opens in Berlin; Dr. Schacht presents evidence 
of Germany's inability to pay. 


May: 


6. The United States Ambassador in Berlin is again instructed to protest 
against discriminatory treatment of American holders of German bonds. 

29. The debt conference in Berlin closes with a temporary agreement for 
continuance of service on Dawes and Young loan bonds and short-term 
credits under the standstill agreement. 


June: 


14. Germany declares a six months’ transfer moratorium on all foreign 
debts, including the Dawes and Young loans. 

15. Great Britain advises Germany that she will attach German trade 
balances unless assurance of fair treatment is given to British holders of 
Dawes and Young loan bonds. 

28. In a strong note to the German government Secretary Hull protests 
against discriminatory treatment against United States holders of German 
bonds. The note acknowledges Germany's financial difficulties, but insists 
that these are due to factors within the control of the German government. 


July: 

4. Following Great Britain’s threat of trade reprisals, Germany agrees to 
pay interest in sterling during the next six months to British holders of 
Dawes and Young loan bonds. 

13. Secretary Hull again instructs United States Ambassador in Berlin to 
protest against discriminatory treatment of American bondholders. 

14. The German government states that it has no intention to discriminate 
against American creditors and is willing to negotiate with the United States 
regarding conditions which would enable it to continue interest payments. 

16. The Department of State sends a sharply worded note to the German 
government requesting for American bondholders treatment equal to that 
accorded to creditors in other countries and rejecting German proposal to 
make such equality contingent on trade concessions. 

25. Germany pledges that she will not discriminate against United States 
holders of Dawes and Young loan bonds. 

25. Secretary Hull resumes debt negotiations with the Russian Ambassador. 

28. Germany signs a commercial agreement with France providing for 
payment of coupons on Dawes and Young loan bonds. 


August: 


30. Germany's reply to Secretary Hull on the debt situation is considered 
unsatisfactory, as it does not give assurances that there will be no discrimina- 
tion against American holders of Dawes and Young loan bonds. 


September: 


6. Debt negotiations with Russian Ambassador in Washington reach dead- 
lock when the Department of State issues a statement that further conces- 
sions by American officials in the matter “would be an unthinkable sacrifice 
of the public interest.” 

21. Secretary Hull announces resumption of debt negotiations with Soviet 
Russia. 
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October: 

10. The United States Ambassador in Berlin submits another note to the 
German Foreign Office requesting that no discrimination be practiced against 
American holders of German bonds. 

12. The Reichsbank announces a plan whereby American holders of Dawes 
bonds may recover about 75 to 80 per cent of the interest by entering the 
registered marks market. 


November: 


3. Germany withdraws offer made in May in the course of the transfer 
conference to pay 40 per cent cash on long- and medium-term debts. The 
Reichsbank attributes this action to unfavorable developments of the for- 
eign exchange situation. 

13. The German Consul General in New York announces a plan under 
which payments of interest on Dawes loan are to be made—one-half in 
foreign exchange and the other half in marks. 

24. The Department of State instructs the United States Ambassador in 
Berlin to protest the increased discrimination against American holders of 
German bonds. 

26. The Bank for International Settlements, acting as trustee for the 
Young loan bonds, announces through its American agents, J. P. Morgan 
and Company, that American holders of these bonds will receive only one- 
sixth of the interest payment due on December 1. 


December: 


21. The United States Treasury removes Austria from the list of debt- 
defaulting nations, making her obligations eligible for sale in the United 
States. 


1935 
January: 
31. Secretary Hull announces that Russia’s rejection of all American pro- 
posals has brought the debt negotiations to an end. 


February: 


16. A new standstill agreement on German debts extends the existing 
agreement for another twelve months. The creditors also agree to a reduc- 
tion of one-half of 1 per cent in interest rates. 


March: 


29. Belgium suspends the gold standard and announces a program of eco- 
nomic rehabilitation, including the devaluation of the national curreficy. 


April: 

1. Belgium issues decree devaluing the belga 28 per cent. 

2. Premier Flandin wins vote of confidence in Chamber of Deputies, 410 
to 134, on his monetary policy and promise to maintain the gold standard. 

15. The Reichsbank announces that Dawes loan payments will be made in 
marks only and held in a special account controlled by the Reichsbank in 
Berlin. 

19. The Department of State files a protest against Germany's failure to 
pay the interest due to American holders of Dawes loan bonds, 
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May: 


11. Germany rejects United States protest on loan discrimination and de- 


clares that she will pay American holders of Dawes loan bonds in reichs- 
marks only. 


June: 
24. Germany extends moratorium on long-term and medium-term debts for 
another year. 
September: 
13. The German government proposes to pay interest on Dawes and 
Young loans in dollars, but at a reduced rate of interest. 
ITALO-ETHIOPIAN DISPUTE 
See EUROPEAN AFFAIRS—ITALY 


LATIN AMERICA 
GENERAL 


1934 
January: 


26. The United States recognizes Martinez government in El Salvador. 
February: 


6. President Roosevelt consents to the sending of delegations from Ecuador 
and Peru to Washington to negotiate the long-standing boundary controversy 
in the event of a disagreement. The protocol under which the agreement 
has been concluded provides for arbitration by the President of the United 
States. 


March: 


10. President Ubico of Guatemala sends to other Central American re- 
publics preliminary drafts of treaties which are to replace those negotiated 
in February, 1923, with Washington’s approval. 

19. A Central American conference at Guatemala adopts resolution to 
abolish diplomatic representation among the member republics. 

April: 


27. Thirteen nations, including the United States, sign the Argentine 
anti-war pact. 


July: 
6. The United States Senate consents to ratification of the Argentine anti- 
war pact. 


ARGENTINA 
1934 


July: 
8. President Justo decrees the end of the state of siege imposed in Decem- 
ber, 1933. 
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BRAZIL 


1934 
July: 
16. Provisional President Vargas’ dictatorship is brought to an end after 
final adoption by a Constituent Assembly of the new Brazilian Constitution. 
17. Provisional President Vargas is elected as first President of Brazil under 
the new Constitution. 


CuHaAco DISPUTE 
1934 


January: 

7. The League of Nations Chaco Commission in Buenos Aires abandons 
its peace efforts when warfare in the Chaco is resumed after the refusal of 
Paraguay to extend the truce agreed to in December, 1933. 

11. Argentina starts new efforts to bring about a settlement of the dispute 
with the codperation of the League Chaco Commission. 

16. Argentine peace efforts fail. 

23. The League Commission decides to remain indefinitely in South Amer- 
ica for the purpose of bringing about a conclusion of the dispute. 


February: 


24. The League Commission presents formal proposals to Bolivia and 
Paraguay that they cease hostilities and submit the dispute to arbitration 
under the Commission’s guarantee against resumption of hostilities. 


March: 


6. Bolivia and Paraguay reject League Commission’s peace plan. 

11. Paraguay accepts Bolivia’s proposals for direct negotiations under 
auspices of the League Commission. 

12. The League Commission announces its inability to settle the dispute 
in a manner acceptable to both belligerents. 

May: 

12. Upon recommendation of its Commission, the League issues an ap- 
peal to the nations of the world to impose an embargo on the shipment 
of arms to both Bolivia and Paraguay in an effort to bring the conflict to a 
close. 

14. Brazil initiates a mew peace move by the ABCP group (Argentina, 
Brazil, Chile, and Peru). 

18. A joint resolution is introduced in the United States Senate empower- 
ing the President to prohibit the sale of arms and munitions of war to Bolivia 
and Paraguay. 

19. The League Council sends messages to thirty-one nations, asking them 
to state their position on the embargo. 

28. President Roosevelt signs the resolution passed by Congress authorizing 
him to prohibit the sale of arms and munitions to Bolivia and Paraguay 
and issues a proclamation putting the ban into effect. 

31. Bolivia invokes League mediation under Article XV of the Covenant. 
June: 

1. The League decides to act under Article XV. 


1. Bolivia protests to the United States on the arms embargo, claiming 
that it violates the treaty of 1858 between these countries. 
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8. Paraguay opposes further mediation efforts by the ABCP group because 
Chile has permitted retired army officers to join the Bolivian army as in- 
structors. 

19. Bolivia formally requests the United States to permit the shipment 
of all munitions contracted for before May 28, whether ready for delivery 
on that date or still being manufactured, regardless of the ban imposed by 
President Roosevelt. 


July: 

27. Munitions from the United States to the Chaco area are banned; a 
final exception is made on one consignment of supplies to Bolivia. 

30. Paraguay protests against the release of a last shipment of war ma- 
terial to Bolivia. 

30. The Pan-American Union in Washington adopts a resolution calling 
on all neutral American governments to help bring the Chaco war to a 


close through arbitration. The ministers of Bolivia and Paraguay support 
the resolution. 


August: 


7. The Bolivian delegate delivers a note to the League criticizing the 
powers for participating in an arms embargo against Bolivia and Paraguay 
without a preliminary determination as to which country was the aggressor. 


September: 


7. The Bolivian representative protests to the League Council against the 
arms embargo, declaring that it was beyond the competence of the League. 

22. Juridical committee of the League Council overrides Paraguay’s pro- 
test that Article XV of the Covenant cannot be applied to the dispute. 

24. The League Council decides to apply the conciliation articles of the 
Covenant as the best means toward bringing about a settlement of the dispute. 

25. The League Secretariat announces that twenty-seven governments have 
taken steps to prohibit the sale of arms and war material to both bellig- 
erents. Some governments made their agreement conditional upon the par- 
ticipation of certain other governments. Japan declined to participate on 
the ground that she had never exported arms to either Bolivia or Paraguay 
and also because the Japanese government was unwilling to be involved in 
any political action taken by the League. 

28. The Chaco Committee of the League Assembly sets up a subcommittee 
of conciliation composed of eight Latin American countries (Argentina, Chile, 
Colombia, Cuba, Mexico, Peru, Uruguay, and Venezuela) with a Czecho- 
slovak chairman as the sole European member, and instructs it to attempt 
to find a basis of ‘conciliation for the settlement of the dispute. 


November: 


12. The Consultative Committee of the League Council asks for the col- 
laboration of the United States and Brazil to end the Chaco war. 


November: 


16. The United States government advises the Secretary General of the 
League that it will not join in the League's efforts at present, but may join 
future efforts if it considers such collaboration useful. 

20-24. The League Assembly hears pleas of both Bolivia and Paraguay, 
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discusses the arms embargo against both disputants, and adopts the report 
of its subcommittee providing for an Advisory Committee to follow up peace 
plans. 

28. Following repeated military reverses in the Chaco and the growing 
discontent at home, President Salamanca of Bolivia is ousted in a revolt and 
is replaced by Vice-President Sozano., 


December: 

7. The United States notifies the League authorities through its consul 
at Geneva that it will designate a member for the Neutral Supervisory 
Commission, but that the delegate from the United States will vote only 
under specific instructions from his government. 

10. Bolivia accepts the League’s peace plan of November 24, providing 
for the cessation of hostilities, the withdrawal of both armies from the fight- 
ing zone, and their progressive demobilization. 

15. Argentina, Brazil, Chile, and the United States reopen diplomatic con- 
versations regarding the measures to be taken to settle the Chaco war in 
case Paraguay rejects the League’s peace proposal. 

18. Paraguay rejects the Assembly's recommendations of November 24 
for ending the Chaco war. 


1935 
January: 

16. The Advisory Committee of the League Assembly recommends that 
all League members end the arms embargo against Bolivia and strengthen 
it against Paraguay. This action is equivalent to the adoption of sanctions 
against Paraguay as the aggressor. 


February: 
23. Paraguay gives notice of her intention to withdraw from the League. 


March: 


11. The Advisory Committee announces that thirteen nations have accepted 
its recommendations to lift the arms embargo against Bolivia and to uphold 
it against Paraguay. 

15. The League Advisory Committee asks the ABCP powers to make an- 
other effort to settle the dispute. 


April: 

1. Argentina and Chile invite Brazil, Peru, and the United States to 
join in their efforts to bring about peace. 

6. The United States accepts Argentina’s and Chile’s proposal to codperate 
in their peace efforts. 

29. A collective note is sent to Brazil by representatives of Argentina, 
Chile, Peru, and the United States urging her to join in the efforts to bring 
peace, 


May: 


1. Brazil accepts the invitation to participate in the Chaco peace negotia- 
tions. (An invitation is also extended to Uruguay and is accepted on the 
11th.) 
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i 14. Bolivia and Paraguay accept the invitation of the mediators to send 
representatives to Buenos Aires to discuss peace terms. 
21. The League Assembly adopts the report of its Advisory Committee 
and decides to review the entire dispute in the course of the September 
session. 


June: 


11. Bolivia and Paraguay agree to a twelve-day truce. 

12. The Chaco peace protocol is signed at Buenos Aires by Foreign Min- 
isters of Bolivia and Paraguay. 

21. The Bolivian and Paraguayan Congresses ratify the peace protocol. 


July: 

1. Peace negotiations begin in Buenos Aires. 

3. The Bolivian and Paraguayan armies in the Chaco area begin to de- 
mobilize under the supervision of a Neutral Military Commission. 
August: 


15. The peace negotiations in Buenos Aires are retarded by disagreements 
concerning the exchange and repatriation of war prisoners. 


CUBA 
1934 
January: 
15. President Grau San Martin resigns at the request of the revolutionary 
junta. 


15. Carlos Hevia is appointed as President by the revolutionary junta to 
succeed President Grau San Martin. 

18. Carlos Hevia resigns. Colonel Carlos Mendieta accepts the Presidency. 

22. President Roosevelt confers with the ministers of seventeen Latin 
American nations on the recognition of Cuba. 

23. The United States recognizes the Mendieta government. 


May: 

29. The United States and Cuba sign a treaty abrogating the Platt amend- 
ment under which the United States was empowered to intervene in Cuba's 
foreign and financial affairs. 

31. The United States Senate ratifies the treaty with Cuba. 


June: 
29. President Roosevelt declares an embargo on the shipment of military 


material to Cuba, then under martial law, except when licensed by the De- 
partment of State. 


1935 
March: 
11. The Cuban government proclaims a state of war throughout the Island 
in an effort to check new revolutionary outbreaks. 
12. The government breaks a general strike through the enactment of a 
decree ordering the dissolution of all labor unions. 
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June: 


11. President Mendieta signs the new Constitution which is to take the 
place of the provisional Constitution of February 3, 1934. He also ends the 
martial law proclaimed on March 11. 

22. New general elections are called for December 15, 1935. 


HAITI 
1934 
April: 
17. President Roosevelt confers with President Vincent of Haiti on their 
mutual problems. : 


August: 
1. The United States withdraws marines from Haiti. 


Leticia DIsPUTE 


1934 
March: 


24. Peru requests the League of Nations to extend the mandate of the 
Leticia Commission for six months from June. 


May: 
24. An agreement for the settlement of the Leticia dispute is signed in 
Rio de Janeiro by representatives of Colombia and Peru. 


June: 


19. League of Nations Commission returns the Leticia territory to Co- 
lombia. 


November: 


2. The Peruvian Congress approves the Leticia Peace Protocol and the 
Additional Act of May 24, signed at Rio de Janeiro. 


1935 
January: 

3. The Peruvian government advises the League Council that the time 
limit for the ratification of the Rio de Janeiro Protocol has expired without 
its having been possible to effect the exchange of ratifications, since the 
Colombian Congress did not approve the protocol. 


February: 


6. The Colombian Senate rejects second part of Article II of the Rio de 
Janeiro Protocol. 

7. The Colombian Foreign Minister, in a note to the Peruvian Foreign 
Minister asks for an extension of the time limit for the exchange of ratifica- 
tions. 

9. The Peruvian government agrees to the requested extension until No- 
vember 30, 1935, and to carry out the spirit of the treaty in the meantime. 
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MUNITIONS 


1934 
See also Arms Limitation 
April: 
19. The United States Senate appoints a special committee to investigate 
the traffic in arms and munitions. 


May: 


18. President Roosevelt sends a message to Congress in which he suggests 
international action for the supervision and control of the traffic in arms. 


June: 


15. The Senate ratifies, with reservations, the treaty for the control of the 
trade in arms and munitions and implements of war signed at Geneva on 
June 17, 1925. 


July: 

2. A special subcommittee on the control of arms traffic, appointed by the 
Disarmament Conference, adopts a draft convention for the regulation and 
international supervision of the trade in and manufacture of arms. 


September: 


4. The special Senate committee appointed to investigate the activities of 
the munitions industry begins hearings in Washington. 


1935 
February: 
18. The British Prime Minister announces in Parliament the appointment 
of a Royal Commission of Inquiry on the traffic in arms to investigate the 
munitions industry. 


April: 

9. The House passes the McSwain bill to prevent profiteering in time of 
war. It imposes a tax of 100 per cent on all war-time profits, and em- 
powers the President to conscript wealth, allocate the movement of essential 
commodities, and enforce other measures for the national defense. 

13. The Swedish Riksdag adopts a plan for control of the armaments in- 
dustry. Producers of war materials will operate under license after 1937. 

15. The Norwegian Parliament passes a resolution prohibiting the export 
of arms to countries at war, unless it is a war of defense and recognized 
as such by the League. 


June: 

6. The United States Senate ratifies a second time (after deleting a previous 
reservation), the 1925 convention for the supervision of international trade 
in arms. 


August: 


7. The Export-Import Bank of Washington announces a policy of with- 
holding credits to cover commodities which “look like munitions,” and asks 
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all exporters seeking credits for cotton shipments to Italy, whether this ma- 
terial is to be used for munitions. 

31. President Roosevelt approves a compromise neutrality bill barring ship- 
ments of war materials to belligerents until February 29, 1936. 


September: 

24. President Roosevelt proclaims list of war implements the makers, 
importers and exporters of which must register with the Department of State 
before November 29. 


October: 

5. President Roosevelt issues two proclamations—one declaring an arms 
embargo against Italy and Ethiopia and the other admonishing American 
citizens that if they traveled in vessels of either belligerent, they would do so 
at their own risk. 


NATIONAL DEFENSE 


1934 
June: 

6. The Finance Committee of the French Chamber of Deputies approves 
the government’s proposals for additional credits of about three million 
francs for national defense expenditures. 

15. The French Chamber of Deputies passes the National Defense Bill 
by a vote of 454 to 127. - 

27. The British Secretary of State for Air announces that the government 
has abandoned all hope of practical disarmament results and will proceed to 
build an adequate air force for the defense of the British Isles. 


1935 
March: 

4. The British government announces its purpose to increase its army, 
navy, and air forces. 

16. Premier Flandin’s plan to increase the French army service by one 
year and to advance the recruitment age from twenty-one to twenty years 
through 1939 is adopted by the Chamber of Deputies. (The Senate concurs 
on the 22nd.) 

29. The United States Senate and House agree on an army appropriation 
bill authorizing a substantial increase in the regular army. 


May: 
22. The British Parliament approves the government's program to treble 
the air force by 1937. 


NAVAL PROGRAM 


1934 
January: 


30. House approves the Vinson bill for naval reconstruction. 


March: 
6. Senate passes the naval reconstruction bill by a vote of 65 to 18. 
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22. Agreement reached after conference in the Senate and the House of 
Representatives on the naval bill. 
27. President Roosevelt signs the naval reconstruction bill, designed to 


bring the navy up to the full strength authorized by the London Naval 
Treaty of 1930. 


May: 

23. Secretary Swanson declares in the course of a press conference that the 
United States will consider expanding its bases in the Pacific if Japan car- 
ries out her plan to build in excess of the 5-5-3 ratio. 

24. The United States and Great Britain start preliminary discussions 
in preparation for the contemplated 1935 naval conference. 

26. Premier Mussolini announces a program for building the Italian 
navy to treaty strength under the terms of the Washington pact of 1922. 


June: 


30. The French Chamber approves the government's naval program for 
1934 by a vote of 425 to 120. 


July: 


5. The French Senate passes the naval construction bill by a vote of 281 to 
22. 


August: 


29. The Japanese Foreign Office “spokesman” announces that Japan will 
abrogate the Washington Naval Treaty of 1922 unless other signatory 
powers give evidence of favorable consideration of a new scheme for the 
limitation of armaments which Japan will present. 


October: 


23. Naval discussions begin in London between representatives of Great 
Britain and Japan. 

24. The Japanese chief delegate at the London naval conversations presents 
to the United States delegate proposals which his government intends to 
make the basis of a new naval agreement to supersede the Washington 
Naval Treaty of 1922. 


November: 


2. Rear-Admiral Yamamoto, Japanese delegate at the London naval con- 
versations, declares that his country’s demand for naval equality with Great 
Britain and the United States is unalterable and that he has no other sug- 
gestions to offer if his original proposal is rejected by the American and 
British delegates. 

15. Sir John Simon proposes that concessions be made by all three powers 
and suggests an increase of British cruisers, United States plane carriers, 
and Japanese submarines. (The plan is rejected by Japan on the 17th.) 

23. The British and American delegations in London reaffirm their de- 
termination to maintain the 5-5-3 ratio. 

23. After an all-night discussion the Japanese Cabinet approves the 
1935-36 budget providing the largest military and naval fund in Japan's 
history. 
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27. The Japanese Foreign Minister formally proposes to France and 
Italy that they join Japan in the abrogation of the Washington Naval Treaty. 


December: 

1. France declines to associate herself with Japan in the abrogation of 
the Washington Naval Treaty. 

6. Mr. Norman H. Davis, American representative at the naval conversa- 
tions, warns that the abrogation of the Washington Naval Treaty will create 
insecurity, suspicion, and costly building competition and will thus endanger 
peace in the Pacific. 

29. Japan formally notifies the United States government of its denuncia- 
tion of the Washington Naval Treaty. 


1935 
April: 
26. The House of Representatives votes the naval appropriation bill; the 
Senate on May 24 increases the appropriation to 460 million dollars, the 
largest on record. 


June: 


18. An Anglo-German naval agreement is signed in London, giving Ger- 
many a permanent naval ratio of 35 per cent of Great Britain’s tonnage, 
with 45 per cent for submarines and eventual parity in this arm. 

25. President Roosevelt signs the naval appropriation bill. 


July: 

8. The German Admiralty announces that the total naval construction 
program for the current year will comprise two 26,000-ton battleships, 
two 10,000-ton cruisers, sixteen 1,625-ton destroyers, and twenty-eight sub- 
marines—twenty of 250 tons each, six of 500 tons each, and two of 750 
tons each. 

22. British government announces its purpose to abandon the ratio system 
established by the Washington Treaty of 1922. 


August: 


15. Great Britain expresses a desire for another five-power naval confer- 
ence in October, 1935. 


PHILIPPINE ISLANDS 


1934 
March: 

2. In a message to Congress President Roosevelt urges independence for 
the Philippines and the abandonment by the United States of all military 
bases in the Philippine Islands. 

19. A bill providing for complete independence for the Islands is passed 
by the House of Representatives. 

22. The Senate approves the bill by a vote of 68 to 8. 

24. President Roosevelt signs the bill granting full independence to the 
Philippines in 1945. 








342 THE UNITED STATES IN WORLD AFFAIRS 


May: 

1. The Philippine Legislature accepts the Independence Act. 
October: 

23. Draft of the Philippine Constitution is completed. 


1935 
March: 
23. President Roosevelt approves the new Philippine Constitution. 
May: 


14. Philippine voters ratify the new Constitution by a large majority. 
September: 
17. Manuel Quezon is elected President of the Philippine Commonwealth. 


ST. LAWRENCE WATERWAY 
1934 
January: 


10. President Roosevelt sends special message to Congress urging the rati- 
fication of the St. Lawrence Seaway Treaty. 


March: 


14. The Senate votes 46 to 42 for ratification of the treaty, but this is less 
than the required two-thirds vote, and the treaty is rejected. 

15. Premier Bennett of Canada announces in the House of Commons that 
the treaty will not be introduced in the Canadian Parliament, owing to 
its non-ratification by the United States Senate. 


TARIFFS AND FOREIGN TRADE 


1934 
UNITED STATES 
January: 
8. The Department of State announces that increased quotas for certain 
American goods have been obtained from Great Britain and France. 
18. President Roosevelt issues a proclamation suspending tonnage dues 
formerly imposed on Russian vessels after receipt of satisfactory proof that 


no discriminatory duties will be imposed on American vessels by the 
U. S. S. R. 


February: 


12. The Export-Import Bank of Washington is established with a capital 
of $11,000,000 subscribed by the Reconstruction Finance Corporation. 


March: 


2. In a special message to Congress President Roosevelt asks for authority 
to negotiate trade agreements which would permit revision of the present 
duties by as much as 50 per cent. 

29. The House of Representatives passes the Trade Agreements Bill by a 
vote of 274 to 111. 
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June: 

4. Senate passes the Trade Agreements Bill by a vote of 57 to 33. 

8. President Roosevelt signs the Free-Trade Zone bill, permitting duty- 
free entry of imports destined to be reéxported from the United States. 

13. President Roosevelt signs the Trade Agreements Bill. 


August: 


24. A reciprocal trade agreement between the United States and Cuba is 
signed at Washington, and will go into effect on September 3. 


October: 


13. The German Ambassador in Washington delivers to the Department 
of State the required twelve-months’ notification of Germany's intention to 
terminate the commercial treaty entered into in 1925 with the United States. 


1935 
February: 

2. A reciprocal trade agreement with Brazil is signed in Washington. 

3. The United States decides to withhold most-favored-nation treatment 
from all countries which discriminate against American goods. Soviet Russia 
is the first country against which this principle is used. A 50 per cent tariff 
reduction granted to Brazil on manganese will not be extended to Russia. 

27. The United States signs a reciprocal trade agreement with Belgium, 
which will go into effect on May 1. 


March: 

28. The United States and Haiti sign a reciprocal trade agreement, which 
will go into effect on June 3. 

29. The United States signs a provisional commercial agreement with 
Czechoslovakia providing for the extension of unconditional most-favored- 
nation treatment and other benefits pending the conclusion of a more com- 
prehensive trade agreement. 


May: 


25. The United States signs a reciprocal trade agreement with Sweden, 
which becomes effective on August 5. 


June: 


3. Secretary Hull and the German Ambassador sign an agreement retain- 
ing all provisions of the existing commercial treaty except the sections on 
unconditional most-favored-nation clauses. 


July: 

13. Soviet Russia and the United States effect a reciprocal trade agreement 
by an exchange of notes, under the terms of which Soviet Russia undertakes 
to purchase American goods in the amount of $30,000,000 during the next 


twelve months and the United States grants Russia most-favored-nation 
treatment. 


September: 


12. The United States government notifies Germany that the tariff con- 
cessions made under reciprocal trade agreements with other countries will 
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cease to apply to imports from Germany on October 15, when the com- 
mercial treaty of 1923 between Germany and the United States expires. 
13. Trade agreement with Colombia is signed in Washington. 


OTHER COUNTRIES 


1934 
May: 

3. Great Britain warns Japan of trade reprisals unless Japan modifies her 
practices of flooding the markets with low-priced goods, particularly with 
textile products in India and China. 

7. Great Britain fixes import quotas for her crown colonies on cotton and 
rayon textiles in order to curtail Japan's trade with the British colonies. 


July: 
12. Japan and India sign a three-year commercial agreement for the ex- 


change of Indian raw cotton and Japanese finished cotton. (Ratifications 
exchanged in London on October 22.) 


September: 


11. Germany's entire foreign trade, including imports and exports, is put 
under government control in accordance with Dr. Schacht’s new economic 
plan. 

24. A licensing system under government control to balance Germany's 
exports and imports is set up in Germany. 


October: 


11. Germany and Poland sign a compensation agreement which involves 
the exchange of goods to a total value of about 20 million marks. 


November: 


7. Dr. Schacht, German Minister of Economics, issues a decree impos- 
ing new restrictions on the importation of American automobiles. 
28. A new decree of tariff increases ranging from 40 to 100 per cent and 


covering thirteen customs classifications is published in the French Journal 
Officiel. 


1935 
July: 

16. The Japanese Cabinet approves a 50 per cent surtax on Canadian 
wheat, timber, and certain classes of paper, to become effective on June 20 
and to remain in force until a settlement of the trade differences between 
both countries has been reached. 

20. Prime Minister Bennett of Canada announces that Canada will impose 
a 33 1/3 per cent surtax on imports from Japan in retaliation for a Japanese 
decree imposing a 50 per cent surtax on Canadian imports into Japan. 


WAR DEBTS 
1934 


April: 


13. President Roosevelt signs the Johnson bill banning the underwriting 
in this country of securities of governments which have defaulted on their 
debts to the United States. 
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May: 

5. The United States Attorney General rules that governments which have 
made “token payments” on their debts to the United States are not in de- 
fault at the present time under the terms of the Johnson Act. 

10. The Department of State advises debtor nations that although token 
payments will be acceptable on June 15, such payments will not prevent the 
respective countries from being in default thereafter under the terms of the 
Johnson Act. 


June: 


1. President Roosevelt sends a message to Congress reviewing the war- 
debt situation from the time of the Hoover moratorium up to the December 
payments in 1933 and says that new legislation is not advisable. 

4. Great Britain advises the United States that she will suspend further 
war-debt payments until it becomes possible to discuss an ultimate settle- 
ment with a reasonable prospect of agreement. 

12. Belgium, Czechoslovakia, France, Latvia, and Rumania notify the 
United States of their inability to pay the war-debt instalment due on June 
15. Estonia, Hungary, Italy, Lithuania, and Poland send similar notifica- 
tions on the 14th. 

15. Finland is the only country to make payment on its war debt to the 
United States. 

25. Greece postpones payment of interest on war debts to the United 
States due July 1. 


December: 
15. Finland again is the only country to make payment on its war debt. 


WORLD COURT 


1935 
January: 

9. The Senate Foreign Relations Committee reports favorably the three 
protocols necessary to make the United States a member of the Permanent 
Court for International Justice. 

16. President Roosevelt sends a message to the Senate advocating adherence 
to the World Court. 

29. Senate votes 52 to 36 for adherence of the United States to the World 
Court, but the favorable votes are seven less than the required two-thirds 
majority. 
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Churchill, Winston, on German 
military air force, 215 

Clark, J. Reuben, Jr., 97 
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Coughlin, Father Charles E., 225 
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Currencies, stabilization of, 51 ff., 64 
ff., 271; chronology, 327-329. 
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199 ff.; proposes munitions con- 
trol, 203 
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65 

Dollfuss, Engelbert, 210, 318 
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Doumergue, Gaston, 319 
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England. See Great Britain 
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325-327 
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Treaties 
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213, 321; debt problems, 85 ff., 
329-332; commercial relations 
with United States, 94, 118, 343- 
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tions with Japan, 157, 167, 171- 
173, 194, 326, 344; trade rivalry 
with Japan, 344; naval program, 
181, 192, 340-341; attitude to- 
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125; end of foreign financial 
control of, 126 
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Germany's rearmament and for- 
eign policy, 233-234, 321 

Hoare, Sir Samuel, 3, 321; on 
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cusses naval ratios with Great 
Britain and United States, 181, 
340-341; denounces Washington 
Treaty, 179, 181, 186-187, 340- 
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pute, 241; findings of Concilia- 
tion Commission, 248; Council 
meets to consider the dispute, 244- 
246; appoints committee of five 
to examine the dispute as a 
whole, 250, 324; rejects Italian 
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McReynolds, Sam D., Representa- 
tive, 133, 265 

McSwain, John J., Representative, 
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““Manchukuo.” See Manchuria 

Manchuria, 4, 7, 16, 131, 135, 148, 
I51, 152, 153, 154, 155, 156, 158, 
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draft treaty for the control of, 
262-263; bills before Congress 
dealing with, 258-260; resolution 
on investigation of traffic before 
Congress, 261, 305-306; activities 
of Senate investigating committee, 
263-265; United States ratifies 
Geneva Convention of 1925, for 
the control of, 262, 339; manda- 
tory arms embargo resolution en- 
acted by Congress, 266; neutral- 
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